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ABSTRACT 
               
The new South Africa has an amazing economic growth that creates a 
significant opportunity for international companies to start their businesses in 
South Africa.  For those companies which are interested in the South African 
market, it is very important for them to understand the factors that influence 
their entry-mode selection. 
  
The objective of this study is to determine the main factors that have an impact 
on the decision of a foreign business to enter South Africa. To achieve this 
objective, the researcher used an integrated study method, as follows: 
  
? A systematic review of the popular entry-modes and the main factors 
influencing the entry-mode selection, sourced from the relevant 
literature.  In addition, South African business was also introduced. 
 
? Based on the factors related in the literature, an empirical survey was 
completed by those foreign companies who had already successfully 
entered into South Africa, in order to figure out the rank importance of 
these factors. 
  
With an integrated study of literature and empirical research, the rank 
importance of factors that have an impact on the foreign business entry-mode 
selection in South Africa is as follows: 
  
1. Firm’s product 
2. Control level of entry-mode 
3. Ownership of entry 
4. Resource commitment of entry-mode 
5. Political factor
6. Firm’s objective 
7. Technological factors 
8. Economic factors 
9. Firm’s experience in international marketing 
10. Firm’s size 
11. Dissemination risk of entry-mode 
12. Socio-cultural factors 
13. Flexibility of entry-mode    
 
 
 Key terms:  International market entry-mode 
                    South African business environment 
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CHAPTER ONE                                           
RESEARCH DESIGN AND BACKGROUND 
 
1.1 INTRODUCTION 
 
Globalization is not a new phenomenon. According to the World Trade 
Organization [WTO], the most recent period of globalization starting in the 
immediate post-World War II period, strongly bolstered by new 
communications and transport technologies, has been marked by a prolonged 
period of strong trade and economic growth (WTO, 2008). The scope and 
scale of globalization have accelerated dramatically, especially in the last 25 
years (British Broadcasting Corporation [BBC], 2009). 
 
In the international and global world of today, companies are constantly 
looking past country borders in order to find new opportunities. Toyne and 
Walters (1993:1) note that global marketing is the result of a company’s 
combining its domestic and foreign marketing activities in such a way that it 
jointly and synergistically contributes to its corporate objectives. No matter 
what size, almost every company is affected by economic interdependence, as 
a result of the increasing globalization (Swedish Trade Council [STC], 2005: 
5). 
 
South Africa, as a developing country, cannot remain apart from the changes 
brought by globalization, and the days of isolationism are long past 
（Triegaardt, 2008:480). The unique combination of a highly developed 
first-world economic infrastructure and a huge, emergent market economy, has 
given rise to a strong entrepreneurial and dynamic investment environment 
(Department: Trade and Industry [DTI], 2009a).  
 
First originating as a trading port between Europe and Asia, South Africa is still 
often used as a gateway for companies wishing to expand further into Africa 
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(Trade Invest South Africa [TISA], 2009). It is also the economic powerhouse 
of the African continent, with a GDP four times that of its Southern African 
neighbours, and comprising 35% of the entire GDP of Africa (Council of Great 
Lakes Governors Southern Africa Trade Office [CGLGSA], 2008). The 
emerging economy retains its high growth potential for investors. 
 
South Africa has long been seen as an ideal trading partner for international 
investors. The reasons are given above and also include the fact that English 
is the main business language and the country has a legal system and 
business culture that share many similarities with Europe; the country is noted 
for its ease in doing business (TISA, 2009). 
 
But what kind of entry-mode should a foreign company implement to enter 
South Africa? And what are the main factors that have an impact on the entry- 
mode choosing decision? Those questions will be studied in this research. The 
result will be useful for any foreign company that wants to expand its business 
into South Africa. 
 
1.2 THE PROBLEM STATEMENT 
 
1.2.1 Main problem 
 
This leads to the question that also represents the main problem of this study: 
 
What are the main factors that have an impact on the decision of a foreign 
business to enter South Africa? 
 
1.2.2 Sub-problems  
 
To address the main problem, the following sub-problems need to be 
considered: 
 3
(a) What, according to the literature, are the popular entry-modes used in the 
world and also in South Africa? 
(b) What, according to the literature, are the key factors that will have an effect 
on entry-mode decision-making? 
(c) What do foreign companies that have successfully entered South Africa 
believe are key factors affecting the entry-modes used in South Africa? 
 
 1.3 OBJECTIVE OF THE RESEARCH 
 
The major objective of this research is to help foreign companies find the key 
factors when they are selecting the right entry-mode to get into South Africa. 
The objectives of this research are illustrated in Figure 1.1.  
 
Figure 1.1: Objectives of the research 
 
 
The major objective of the research has been further divided into three minor 
objectives, which are explained below. 
 
The first minor objective is to identify the different entry-modes in the world 
General Major Objective 
To find the key factors on 
entry-mode selection 
Minor objective 
Identify entry- 
modes in the 
world; find the 
advantages and 
disadvantages for 
each entry-mode 
Minor objective 
Describe and 
analyse different 
factors that will 
have an effect on 
entry-mode 
decision-making 
Minor objective 
Give a set of 
recommendations 
for foreign 
companies 
entering South 
Africa in future 
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through the literature review, and also to list the advantages and 
disadvantages for each entry-mode. 
 
The second minor objective is to describe and analyse different factors that will 
have an effect on entry-mode decision-making. 
 
The third minor objective, after analysing which foreign companies have 
successfully entered South Africa, is to figure out the key factors influencing 
entry-mode choice in South Africa, and to give a set of recommendations for 
foreign companies entering South Africa in the future.  
 
1.4 DEMARCATION OF THE RESEARCH 
 
According to Leedy (1997:59), demarcating the research aims to make the 
research topic manageable from a researcher’s point of view. In doing so, 
however, this does not imply that research on the same topic is not needed in 
other areas. However, as necessary, certain topics will be explored as required 
as the research work develops. 
 
1.4.1 Geographic Demarcation  
 
The empirical component of the study will be limited to South Africa, thus 
excluding all other countries.  The sample will be chosen from well-known 
foreign companies in South Africa. 
 
1.4.2 Size of organization  
 
Entry-mode choice affects all organizations, whether large or small. 
International business is conducted not only by large firms but also by 
medium-size and small enterprises (Hill, 2005:22). Thus all registered foreign 
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companies in South Africa will be used for the purposes of this study.  
 
1.4.3 Research population  
 
According to McBurney (2001:412), a population is the entire collection of 
individuals being considered for a study. For the purpose of this study, the 
people involved in the investigation will be the senior managers of the foreign 
companies which have already set up business in South Africa. 
 
1.5 DEFINITION OF SELECTED CONCEPTS 
 
Definitions of concepts that will be applied in this research are set out below.  
 
1.5.1 Entry-mode 
 
Sharma and Erramilli (2004: 2) define an entry-mode as “a structural 
agreement that allows a firm to implement its product market strategy in a host 
country, either by carrying out only the marketing operations (i.e., via export 
modes), or by production and marketing operations, either by itself or in 
partnership with others (contractual modes, joint ventures, wholly owned 
operations)”. 
 
1.5.2 Various modes of entry 
 
Hill (2003:474) points out that the choice of entry- mode for a foreign market is 
an issue on which international organizations must decide. The various modes 
for serving foreign markets are:  
 
? Exporting: the sale of products produced in one country to residents of 
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another country (Hill, 2003:683);  
? Turnkey project: Hill (2003:482) explains that the foreign client is handed 
the “key” to a plant that is ready for full operation – hence the term 
“turnkey”;  
? Licensing agreement: according to Hill (2003:482), this is an agreement 
whereby a licensor grants the rights to intangible property to another entity 
(the licensee) for a specific period and in return, the licensor receives a 
royalty fee from the licensee;  
? Franchising: a specialised form of licensing in which the franchisor not only 
sells intangible property to the franchisee (normally a trademark), but also 
insists that the franchisee agrees to abide by strict rules on how to do 
business (Hill, 2003:485);  
? Joint ventures: according to Hill (2003:486) joint ventures entail 
establishing organizations that are jointly owned by two or more otherwise 
independent organizations;  
? Wholly-owned subsidiaries: Hill (2003:488), states that wholly-owned 
subsidiaries are organizations that hold one hundred per cent ownership in 
a foreign organization.  
 
1.6 ASSUMPTIONS 
 
There is one assumption made in the context of this study, which is that there 
is no occurrence of any serious business environment change in South Africa, 
which will influence factors on the market entry-mode selection. 
 
1.7 THE SIGNIFICANCE OF THE RESEARCH  
 
International entry-modes represent the third most researched field in 
international management, behind foreign direct investment and 
internationalization (Werner, 2002:277). Despite extensive interest by scholars, 
 7
practitioners, and public policy makers, only a few studies provide a review of 
entry-mode research (Werner, 2002:277).  
 
Bradley and Gannon (2000: 12-36) point out that a study of 105 firms in four 
European countries found that only 36 per cent of managers reviewed 
alternative entry options. According to Kwon and Hu (1995: 325-336), a study 
of 228 United States of America (USA) manufacturing firms revealed that only 
34 percent approached market entry options using any entry-mode rules. 
 
This research intends to discover the influence of key factors on entry-mode 
selection by foreign companies entering South Africa. No evidence of previous 
studies on this topic has been found.  
 
For the above reasons, it is very important to study and do research on 
entry-mode selection fields. This research can help foreign companies have a 
good understanding of factors around entry-mode selection, and also learn 
how to choose entry-modes in South Africa under those factors. Other benefits 
of this study are the following: 
 
(1) During the investigation, influencing factors for suitable entry-modes will 
be suggested for foreign companies which want to get into the South 
African market. 
(2) Mistakes in research cost less than actual mistakes. Doing sufficient 
research will reduce some avoidable mistakes in the practical application 
of the entry-modes (Guo, 2006: 8). 
(3) A marketing research study and a proper entry-plan of the company are 
necessary requirements for any loan from an institution (such as a bank, or 
a venture capital investor) (Guo, 2006: 8). 
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1.8 AN OVERVIEW OF RELATED LITERATURE 
 
As revealed by the previous sections of this proposal, foreign entry-mode 
selection is a topic that has been, and continues to be, debated from various 
platforms and in a variety of books, websites, the popular press, journals, etc.  
 
1.8.1 Entry-mode theory 
 
The essential act of entrepreneurship is new entry which can be accomplished 
by entering new or established markets with new or existing goods or services. 
New entry is the act of launching a new venture, either by a start-up firm, 
through an existing firm, or via internal corporate venturing (Lumpkin & Dess, 
1996: 136). Entry-mode research directly relates to the international activity of 
firms and includes studies on the predictors of entry-mode choices, predictors 
of international equity ownership levels, and consequences of entry-mode 
decisions (Werner, 2002: 281).  
 
Pan and Tse (2000: 535-554) divide entry-modes into two categories: equity 
and non-equity. They explain that these two categories of entry-modes differ 
considerably with regard to investment requirements and control. First, they 
assert that equity modes (e.g., joint ventures and wholly-owned ventures such 
as greenfields, brownfields, and acquisitions) require the exercise of higher 
levels of control from firm headquarters, due to their involving a relatively large 
commitment to investment. Secondly, they suggest that non-equity modes 
(e.g., contractual modes such as licensing, research and design (R&D) 
contracts, and alliances) require lower levels of control since these forms of 
entry are much less investment-intensive. 
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1.8.2 Factors on mode of entry selection 
 
According to several studies (Cateora &Graham, 2007: 319; Chee & Harris, 
1998: 279; Cullen & Parboteeah, 2008:282; Kotabe & Helsen, 2004:265; 
Mellahi, Frynas & Finlay, 2005: 34; Terpstra & Sarathy, 2000: 375), several 
factors will influence the choice of entry-mode. Roughly speaking, two classes 
of factors can be distinguished: internal factors and external factors (see 
Figure 1.2).  
 
Figure 1.2 Main factors influencing selection of entry-modes 
 
Source: Adapted from Cateora & Graham, 2007: 319; Chee & Harris, 1998: 
279; Cullen & Parboteeah, 2008:282; Kotabe & Helsen, 2004:268; Mellahi et al, 
2005: 34; and Terpstra & Sarathy, 2000: 375 
 
As shown in figure 1.2 above, the internal factors include: 
 
? Firm’s objective: the degree of involvement in and commitment to 
international markets will depend to a large extent on the firm’s strategic 
motivations, goals and objectives (Chee & Harris, 1998: 279); 
? Firm’s size: firm’s size will influence a firm’s objectives in international 
markets, as well as being a good indicator of its ability to access resources. 
? Political 
? Economic 
? Socio-cultural 
? Technological 
 
? Firm’s objective 
? Firm’s size 
? Experience  
? Firm’s product 
? Characteristics 
from each entry- 
mode 
Internal factors External factors 
 
Entry- 
mode 
decision 
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The small firm may have limited choice, and will have to adopt an indirect 
exporting mode of entry in many cases (Chee & Harris, 1998: 284); 
? Experience: the firm obtains more international marketing experience the 
more directly it is involved in foreign markets. Though there is no single 
way to deal with a particular situation, often insights from past experience 
can be applied to make a good decision (Terpstra & Sarathy, 2000: 375);  
? Firm’s product: a firm’s products that spoil quickly or are difficult to 
transport might be poor candidates for exporting; it would be better to use 
entry-modes such as licensing, joint ventures, or direct investment (Cullen 
& Parboteeah, 2008:283); and 
? Characteristics from each entry-mode: the five key characteristics of 
export, contractual and investment entry-modes are: level of control, 
dissemination risk; resource commitment; flexibility and ownership 
(Agarwal & Ramaswami, 1992: 1-27; Anderson & Gatignon, 1986: 1-26; 
Douglas & Craig, 1989:47-59). 
 
As shown in figure 1.2 above, the external factors include: 
 
? Political factors: Firms are influenced by the responses of government to 
activities in the wider business environment (Williamson, Jenkins, Cooke & 
Moreton, 2004: 85), and the economic and legal systems of a country are 
shaped by its political system (Hirschman, 1994: 343-348); 
? Economic factors: if economic growth increases, the firm may be able to 
expand production and open new plants; during an economic recession, 
the purchasing of customers is decreased and the firm should use an 
entry-mode such as export to reduce the risk (Mellahi et al, 2005: 44); 
? Socio-cultural factors: before entering another country, the firm should not 
assume that socio-cultural characteristics in that country would be the 
same as that of its home country, even in circumstances where the 
language is the same (Blythe, 2003: 36); and 
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? Technological factors: if a country has a good technological environment, 
the enterprise will choose a more active entry-mode, such as direct 
investment (Root & Ahmed, 1978: 81-93).  
 
Gillespie, Jeannet and Hennessey (2007: 294) point out that choosing the best 
entry-mode is complex and involves many considerations. They continue that 
the relative importance of these considerations varies by industry and by the 
strategic goals of each firm. It also varies according to the strategic importance 
of each national market. 
 
1.8.3 Why trade and invest in South Africa 
 
The South African economy has since 1994 been through a process of 
structural transformation. The country implemented macroeconomic policies 
that sought to make the economy more outward orientated, promote domestic 
competitiveness, growth and employment (Trade & Investment Limpopo [TIL], 
2009).  
 
In the period up to the mid-1990s, South Africa’s industrial policy was 
predominantly focused on import-substituting industrialization, using demand 
side measures (i.e. tariffs and export subsidies); but the objective of the new 
South Africa is to change, to build an internationally competitive industrial base 
in South Africa which is well integrated in the global economy (TIL, 2009). 
Policy-supporting is a good chance for the foreign companies who show 
interest in trading and investing in South Africa. 
 
According to TIL (2009), South Africa’s offer to the WTO consisted of a 
five-year tariff reduction and tariff rationalization programme. It includes 
reducing the number of tariff categories to six, the rates being set at 0%, 5%, 
 12
10%, 15%, 20% and 30%, with any discretionary changes to the system being 
disallowed, and also reducing average rates from 34% to 17% for consumption 
goods, 8 % to 4% for intermediate goods, and 11% to 5% for capital goods. A 
low tariff rate can reduce the cost of foreign companies trading with South 
Africa. 
 
South Africa has achieved a level of macroeconomic stability not seen in the 
country for 40 years (DTI, 2009b). This advantage creates opportunities for 
real increases in expenditure on social services, and reduces the costs and 
risks for all investors, laying the foundation for increased investment and 
growth.  
 
South Africa is part of the South African Development Community (SADC) and 
will form a common market in the near future, which will consist of fourteen 
member states with a combined population of 180 million (DTI, 2009b). In 
addition, South Africa has by far the largest and best-equipped network of 
ports in Africa and is able to function as a hub for commercial traffic emanating 
from and destined for Europe, Asia and the Americas, as well as the East and 
West coasts of Africa (DTI, 2009b). 
 
South Africa has one of the best infrastructure and service industries among 
developing nations, particularly in roads, telecommunication, harbours, 
banking systems, insurance and shipping (DTI, 2009b). This modern 
infrastructure makes the South African exports and imports more 
cost-attractive, a particularly important factor in the world of competitive 
globalization.  
 
Efforts so far appear to have been successful, and South African business has 
become increasingly integrated into the international community; foreign 
investment into the area has grown substantially over the past few years as a 
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result (Low Tax, 2009).  
 
With its advantageous location and a government receptive to international 
business, South Africa certainly looks as though it is becoming an international 
force to be reckoned with. 
 
1.9 RESEARCH DESIGN AND METHODOLOGY 
 
1.9.1 Research structure 
 
The structure of the research design and methodology will be adopted to solve 
the main problem, as well as the related sub-problems in the research project 
(see Figure 1.3).  
 
Figure 1.3 Structure of the research design and methodology 
 
Literature Study 
Survey Design 
Questionnaire Design 
 Questionnaire Survey 
Data Processing 
Statistical Analysis 
Finding the suitable entry 
Entry Strategies Analysis 
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As figure 1.3 shows, this research can be divided into the following steps: 
 
(1) Through the literature study, identify different entry-modes used in the 
world, together with the advantages and disadvantages for each 
entry-mode. Find out the key factors that will have an effect on entry-mode 
decision-making, and list the business environment in South Africa from the 
literature; 
(2) Based on the literature, find the right survey method which can be used in 
this research; 
(3) Based on the literature study, survey the method and research topic, 
develop a list of questions to formulate a questionnaire, which will address 
the main problem and sub-problem of this research; 
(4) Find the qualified foreign companies in South Africa to complete the 
questionnaire; 
(5) Analyse the valid questionnaire, figure out the results of empirical study; 
and  
(6) Based on the literature and empirical findings, give the research result and 
recommendations for the foreign companies which are interested in the 
South African market. 
 
1.9.2 Literature survey 
 
A literature study will be conducted in order to list the main marketing entry- 
modes, and identify and understand the key decision elements of the entry- 
modes. An analysis of the factors on both the internal and the external sides to 
help identify and understand the main factors can influence entry-mode 
selection in South Africa. So far the literature review has been sourced mostly 
in the library, but as required, relevant other sources, as listed below, will be 
considered: 
 
? Internet 
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? Researchers in the relevant field 
? Industry experts and managers 
? Customer surveys/enquiries 
? Relevant organizations/councils 
? Customer units/information centres 
? Statistics of South Africa  
 
1.9.3 Empirical study 
 
The empirical study will consist of the following: 
 
1.9.3.1 Sample 
 
Forty well-known foreign companies will be chosen as a sample group in 
South Africa. The directors or senior executives are chosen for this study 
because they are the people who are responsible for formulating entry-modes 
or at least they are aware of what the entry-modes are.  
 
1.9.3.2 The nature of the measuring instrument of the questionnaire and 
its communication methods   
 
The researcher will develop a comprehensive questionnaire for this research 
project to address the problems. Direct mailing of the questionnaires will be 
utilized for this research. The benefits of this method are its high speed of data 
collection and high response rate.  
 
1.9.3.3 Statistical analysis of data 
 
The statistical procedures to be used in interpreting and analysing the data will 
be determined in consultation with the promoter at the time the questionnaire 
will be drawn up. 
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1.9.3.4 Integration of the study 
 
The results of the literature survey and the empirical research will be 
integrated to develop recommendations for those foreign companies which are 
interested in South African markets. 
 
1.10 PRELIMINARY FRAMEWORK OF THE RESEARCH PROJECT 
 
Chapter 1: Research design and background 
Indicate the research background, research problems, and research design; 
plan the preliminary research framework of the research project. 
 
Chapter 2: Literature review / Theoretical framework 
This chapter will list the main international marketing entry-modes and study 
the differences, advantages and disadvantages of those entry-modes. An 
analysis of factors on both the internal and the external sides to help identify 
and understand the main factors could influence entry-mode selection in South 
Africa. Lastly, provide a brief overview of South African’s business 
environment. This literature study will include text books, government reports, 
journals and the internet. 
 
Chapter 3: Research methods and design 
The research design will provide a detailed description of the research design 
and the methodology followed in the current research  
 
Chapter 4: The results of the empirical findings 
Report the major findings resulting from the empirical study.  
 
Chapter 5: Conclusion and recommendations 
The conclusions will be based on both the literature and empirical findings and 
will include a recommendation for those foreign companies which are 
interested in the South African market.  
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CHAPTER TWO                                          
LITERATURE REVIEW / THEORETICAL FRAMEWORK 
 
2.1 INTRODUCTION  
 
South Africa occupies the southernmost part of the African continent, its 
surface area being 1 219 090 km2 (Burger, 2008: 6). South Africa is the 
economic powerhouse of the African continent, with a GDP four times that of 
its Southern African neighbours, and comprising 35 percent of the entire GDP 
of Africa (CGLGSA, 2008). 
. 
South Africa has made great progress in dismantling its old economic system, 
which was based on import substitution, high tariffs and subsidies, 
anticompetitive behaviour, and extensive government intervention in the 
economy（Wikipedia, 2008a）. The new leadership has moved to reduce the 
government's role in the economy and to promote private sector investment 
and competition (TIL, 2009). According to Burger (2008: 146), the South 
African government is trying to build the country with an open and privatized 
market and a favourable investment climate. 
 
As a result, since 1996, South Africa has received foreign investment totalling 
83, 875 million Rand. The most foreign investments are come from The United 
Kingdom (UK), India, USA, Australia, Japan, Canada, and Germany (Burger, 
2008: 147). According to those foreign businesses operating in South Africa, 
what are the entry-modes they can use to enter? And what are the key factors 
that affect their choice of entry-modes into South Africa? 
 
One of the most important and complex decisions made by firms is the 
decision to establish a foreign subsidiary. In making this decision, managers 
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must compare the costs and risks of such an initiative with the potential 
benefits that it may bring to the Company. Their objective is to make a decision 
that minimizes costs while providing the highest return. This chapter will 
identify different elements from the literature that may potentially influence 
international companies’ selection of those entry-modes, and theoretically 
proposes how they impact the selection (i.e., influence direction). 
 
2.2 MARKETING ENTRY-MODES ANALYSIS 
 
When companies are ready to expand into a new geographic area, there are 
multiple modes of entry to choose from. Dahringer and Muhlbacher (1991:310) 
point out that each market under consideration may require a different 
market-entry technique, and each technique entails a different combination of 
risks and rewards. According to Bradley (2002: 245), and Jeannet and 
Hennessey (2001: 354), the principal foreign market entry-modes can be 
classified into three categories:  
 
? Export entry-modes: 
1. Indirect export; and 
2. Direct export. 
? Contractual entry-modes: 
Licensing, franchising, technical agreement, service and management 
turnkey contracts, co-production agreement, contract manufacture. 
? Investment entry-modes: 
1. Joint Ventures, used when resources are limited and knowledge 
dissipation risk is manageable; and 
2. Foreign direct investment (FDI) and acquisition, used when knowledge 
dissipation risk is high and the firm has the requisite resources. 
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The three categories of entry-modes above are listed in Figure 2.1. Each 
entry-mode has its own character, advantages and disadvantages; these will 
be discussed in this chapter. The purpose of this chapter is to analyse the 
various international marketing entry-modes. 
 
Figure 2.1 Categories of entry-modes 
 
Source: Adapted from Bradley, 2002: 245 
 
2.2.1 Export entry-modes 
 
Exporting means the sale of the items in a foreign market but produced, stored 
and processed in the supplying firm’s home country (Bennett & Blythe, 2003: 
9). According to Keegan (1995: 351), exporting is the most traditional and 
Entry-
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entry-modes 
Contractual 
entry-modes 
Investment 
entry-modes 
Indirect export 
Direct export 
Licensing 
Franchising 
Technical agreements 
Service contracts 
Management contracts 
Turnkey contracts 
Contract manufacture 
Co-production agreement 
Joint venture (JV) 
FDI/ Acquisition 
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well-established form of operating internationally. Cateora & Graham (2004: 
323) point out that exporting account for some 10 per cent of global economic 
activity.  
 
Exporting is the easiest way to sell a product in the international market, 
because the effort can be as little as treating and filling overseas orders like 
domestic orders (Cullen & Parboteeah, 2008: 270). Therefore, exporting is 
very likely the most common overseas entry approach for small firms (Onkvisit 
& Shaw, 2004: 247). Most companies begin their expansion into the 
international arena by exporting into a foreign market and then moving to the 
other modes of entry. 
 
Exporting can be either direct or indirect (see Figure 2.2). The difference 
between them will be discussed in the following section. 
 
Figure 2.2 Description of direct and indirect export channels 
 
Source: Adapted from Ertman, Henningsson and Ruden, 2006: 13 
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2.2.1.1 Indirect Exporting 
 
According to Terpstra and Sarathy (2000: 378), indirect exporting means that 
the firm sells its products in foreign markets without a special activity for this 
purpose being carried on within the firm. Indirect export occurs when the 
exporting manufacturer uses independent organizations located in the 
producer’s country (Albaum, strandskov, Duerr & Dowd, 1989: 159). 
 
In addition, the producer may have a dependent export organization that works 
with the independent marketing organizations and coordinates the entire 
export effort (Albaum et al, 1989: 159). The dependent organization does not 
actively engage in any international sales activities. 
 
Cullen and Parboteeah (2008: 270) point out that smaller firms and new 
exporters usually find indirect exporting to be the most viable option. According 
to Jeannet and Hennessey (2001: 355), the major advantage of indirect 
exporting in using a domestic intermediary lies in that individual’s knowledge of 
foreign market conditions. Particularly for companies with little or no 
experience in exporting, the use of a domestic intermediary provides the 
exporter with readily available expertise. Furthermore Cullen and Parboteeah 
(2008: 270) state that indirect exporting provides a company with an export 
option without the risks and complexities of doing it alone. 
 
Several types of intermediaries located in the domestic market are ready to 
assist a manufacturer in contacting international markets or buyers. The most 
common intermediaries are the export management company (EMC) and the 
export trading company (ETC) (Cullen & Parboteeah, 2008: 271).  
 
EMCs usually specialize in particular types of products or particular countries 
or regions; they usually provide a company with ready-made access to 
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particular international markets for a commission (Cullen & Parboteeah, 2008: 
271). Good EMCs have established networks of foreign distributors and know 
their products and countries very well. 
 
ETCs are similar to EMCs and provide many of the same services. Cullen and 
Parboteeah (2008: 271) conclude further that the difference between them is 
that ETCs usually take title to the product before exporting. That is, the ETC 
acts as a buyer to goods bought from the exporter, and then resells them 
overseas.  
 
According to Cullen and Parboteeah (2008: 271), the most import advantage 
of an EMC or an ETC is that a company can quickly get into a foreign market at 
a low cost of in management and financial resources. 
 
2.2.1.2 Direct exporting 
 
According to Kotabe and Helsen (2004: 273), direct exporting means that the 
manufacturer sets up its own exporting department and sells its products via a 
middleman or straight to a customer located in the foreign market. Thus, the 
actual transaction flow between nations is handled directly by the exporting 
department of the manufacturer or a foreign-based middleman or customer 
(Albaum et al, 1989: 173). 
 
Direct exporting is an aggressive exporting mode. Direct exporters take on the 
duties of the intermediaries (Cullen & Parboteeah, 2008: 271). The exporters 
make direct contact with companies located in the foreign market; they often 
use foreign sales representatives, foreign distributors, or foreign retailers to get 
their products to end-users in foreign markets. On the other hand, according to 
Gillespie et al (2007: 269), a direct exporting operation needs more expertise, 
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management time, and financial resources in overseas market, but also gets a 
greater degree of control over of its distribution channels for the company.  
 
Jeannet and Hennessey (2001: 357) point out that successful direct exporting 
depends on the viability of the relationship built up between the exporting firm 
and the local distributor or importer. By building the relationship well, the 
exporter saves considerable investment costs. 
 
2.2.1.3 Indirect export versus direct exporting 
 
In Table 2.1 a comparison of indirect exporting and direct exporting, is 
presented, where positive and negative preferences are highlighted. 
 
Table 2.1 Comparison of indirect exporting and direct exporting 
Indirect Exporting Direct Exporting 
Low set-up costs High set-up costs 
Exporters tend not to gain good 
knowledge of export markets 
Leads to better knowledge of export 
markets and international expertise 
owing to direct contact 
Credit risk lies mostly with the 
intermediaries 
Credit risks are higher, especially in 
the early years 
Because it is not in the interest of the 
intermediaries that are doing the 
exporting, customer loyalty rarely 
develops 
Customer loyalty can be developed 
for the exporter’s brands more easily 
Source: Adapted from Ingvarsson, Johansson and Spak, 2007: 15 
 
As shown in Table 2.1, both indirect exporting and direct exporting have their 
own advantages and disadvantages. As can be expected, firms at different 
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stages will make different decisions. To some degree, the choice between 
indirect and direct exporting is a “make or buy” decision. Compared to the 
indirect export, direct exporting has a number of pluses. The advantages of 
direct exporting are not only in customer loyalty but also increased control, 
better market information, and development of expertise in international 
marketing. But on the other hand, demands on resources (human and financial) 
and responsibility for direct exporting are much more intense than in indirect 
exporting. However, direct and indirect marketing are not mutually exclusive.   
A firm might export directly to large markets but export indirectly to smaller 
markets. 
 
2.2.2 Contractual entry-modes 
 
Root (1987: 7) states that contractual entry-modes involve non-equity 
associations between or among firms in the home and target markets, and 
produce the transfer of technology or skills from home to target markets. 
 
2.2.2.1 Licensing 
 
According to Mottner and Johnson (2000:171), international licensing is “the 
transfer of patented information and trademark, information and know-how, 
including specifications, written documents, computer programmes, and so 
forth, as well as information needed to sell a product or service, with respect to 
physical territory”.  
 
As Figure 2.3 shows, with a licensing agreement, a firm as licensor permits 
another to use its intellectual property in exchange for compensation 
designated as a royalty (Cullen & Parboteeah, 2008: 272).  
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Figure 2.3 The licensing process 
 
Source: Adapted from Griffin and Pustay, 2005: 355 
 
Using an international market entry-mode, Ghauri and Cateora (2006: 279) 
conclude that licensing takes several forms, as follows: 
 
? Licences may be granted for production processes, for the use of a trade 
name or for the distribution of imported products; and 
? Licences may be closely controlled or be autonomous, and they permit 
expansion without great capital or personnel commitment if licensees have 
the requisite capabilities. 
 
Licensing as an entry-mode has several advantages. Firstly, Hough, Neuland 
and Bothma (2003:322) point out that licenser in the home country generally 
does not have to bear the development costs and risk of entering a foreign 
market. Hence, it is the best option for a company which lacks capital for 
overseas establishment or wants to avoid costs associated with research and 
development, launch of new products, tariff and transport, and wants to benefit 
from local production where national suppliers are favoured. Also it could be 
one of the best modes of entry into a foreign market where a company is 
unwilling to invest substantial financial resources owing to risk in that country. 
Secondly, licensing can access markets which might otherwise be closed to 
the exporter owing to high rates of duty, import quotas or other restrictions 
Licenser 
Leases the rights to 
use its intellectual 
property 
Earns new revenues 
with relatively low 
investment 
Licensee 
Uses the intellectual 
property to create 
products for local 
sale 
Pays a royalty back 
to the licenser Rands 
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(Burgess & Bothma, 2007: 319). Thirdly, licensing works well with distant 
overseas markets where the extra costs and logistics of shipping finished 
products would make the products uncompetitive (Chee & Harris, 1998: 309). 
Especially for bulky or heavy products of low value, transport costs may be so 
high as to make exporting prohibitively expensive. Last but not least, licensing 
enables a company to keep the management commitment to the lowest (Doole, 
Lowe & Philips, 1994: 267).  
 
Licensing as an entry-mode has several advantages from the licenser’s 
viewpoint. Firstly, licensing can create possible future competitors (Bradley, 
2002: 281). The licensee is able to set itself up as a competitor once the 
licensing agreement has terminated (Burgess & Bothma, 2007: 320). Secondly, 
the licensee may not fully exploit the market, leaving it open to the entry of 
competitors, so that the licenser loses control of the marketing operation 
(Walsh, 1993: 113). Thirdly, quality control of the product is difficult, and the 
product will often be sold under the licenser’s brand name (Walsh, 1993: 113). 
‘Voice Clinic’ in South Africa is the one which followed the franchisee route with 
a service product, based on elocution and the voice training of people. The 
standard of trainers and the training provided by the franchisees was not on 
par with the franchisor’s requirement. It decided to close down these 
franchisees and bought most back as fully-owned branches of the organisation 
(Burgess & Bothma, 2007: 320). Fourthly, Licence fees are normally a small 
percentage of turnovers, and will often compare unfavourably with what might 
be obtained from a company’s own manufacturing operation (Walsh, 1993: 
113).  
 
Most of the advantages and disadvantages of licensing as an entry-mode are 
listed above. Other important points for licensing are: licences are signed for a 
variety of time periods, and also licensing agreements are subject to 
negotiation and tend to vary considerably from company to company and from 
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industry to industry (Gillespie et al, 2007: 273). According to Aulakh, Cavusgil 
and Sarkar (1998), not all licensing experiences are successful, because of the 
burden of finding, supervising and inspiring licensees.  
 
2.2.2.2 Franchising 
 
Franchising means that a third party buys the right to operate a business in a 
defined territory, agreeing to position the business in a certain manner and to 
maintain brand awareness in the new territory, and also benefit from the 
publicity and marketing efforts on a wider scale with the parent company 
(Gillon & Pearson, 2004: 135). International franchising is a contract-based 
organizational structure for entering new markets (Teegen, 2000: 498). 
 
The franchisor grants to the franchisees the use of a whole business operation, 
usually including trademark, business organization, technologies and 
know-how, and training (Cullen & Parboteeah, 2008: 273). The typical reasons 
for the international expansion of franchisee systems are market potential, 
financial gain and saturated domestic markets (Czinkota & Ronkainen, 2004: 
56). Examples of companies that use franchising as a mode of entry are 
‘McDonalds’, ‘Kentucky Fried Chicken’, Hilton Hotels’ and ‘Dynorod’ (Johnson 
& Beaton, 1998:107; Hill & Jones, 1998: 263).  
 
In South Africa, Spur is a domestic success story with a history of 35 years in 
franchising. It has more than 200 franchised outlets in South Africa and 
franchisees in Australia, Botswana, Ireland, Kenya, Mauritius, Namibia, 
Swaziland, The UK, Zambia and Zimbabwe (International Franchisee 
Association [IFA], 2008).  
 
Used as an international marketing entry-mode, the advantages of franchising 
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are as follows: 
 
? Franchising is a low risk and cost entry-mode (Hough et al, 2003: 323); 
? Rapid expansion over a wider area may be achieved relatively quickly 
(Bradley, 2002: 286); 
? The partners have local market knowledge and experience (Bradley, 2002: 
286); 
? It creates additional turnover with relatively low levels of investment in 
personnel capital outlay, production and distribution (McDonald & Burton, 
2002: 231); 
? It is a way to test the market before committing to direct investment 
(McDonald & Burton, 2002: 231); and 
? A standardised, global company profile and brand image can be built, 
generating marketing economies of scale (McDonald & Burton, 2002: 
231). 
 
Used as an international marketing entry-mode, it also has several 
disadvantages, as follows: 
 
? Franchising is difficult in terms of maintaining quality control across 
countries (Hough et al, 2003: 323) ; 
? The firm might attain higher profit levels by running the operations itself 
(Chee & Harris,1998: 311);  
? Passive interaction with the market (Bradley, 2002: 287); 
? The cost of creating and marketing the franchised package(McDonald & 
Burton, 2002: 231); 
? Problems with local legislation, including transfers of fees and government 
restriction on franchisee agreements (McDonald & Burton, 2002: 231); 
? Disclosure of trade secrets may create a future competitor (McDonald & 
Burton, 2002: 231); and 
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? Risk to the franchisor’s reputation if some franchisees underperform 
(McDonald & Burton, 2002: 231). 
 
Most of advantages and disadvantages of franchising as an entry-mode are 
listed above. To ensure better-organized and more successful franchising, 
many companies or wealthy individuals buy master franchisees that give them 
exclusive rights to a whole city or even a whole country. Foreign partners are 
selected and awarded the rights to a large territory in which they in turn can be 
sub-franchisees. As a result, the franchiser gains market expertise and an 
effective screening mechanism for new franchisees, without incurring costly 
mistakes (Grunhagen & Witte, 2002: 415). 
 
2.2.2.3 Licensing versus franchising 
 
Franchising is often described as a form of licensing (Burgess & Bothma, 2007: 
321). McDonald and Burton (2002: 233) state that the most important 
commonality between the two modes is that they both involve the transfer of 
intellectual property rights. But the franchiser enjoys a greater degree of 
control over the distribution process (Bothma & Gouws, 2000: 106). The small 
firm may choose to use licensing and franchising to benefit from a foreign 
business concept or to expand without much capital investment. A 
multinational corporation may use the same mode to rapidly enter foreign 
markets in order to take advantage of a new condition and foreclose some 
opportunities to its competition.  
 
Table 2.2 Differences between licensing and franchising 
Licensing  Franchising 
Regarded as a low to zero-equity 
organisational form 
Can involve substantial equity 
investment in the host country 
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Only part of a business package is 
transferred to the other party 
Most of the entrant’s business format 
is transferred 
Usually concerns specific products Franchisor passes on new elements 
of the business format 
Simple direct relationship between the 
parties 
Intermediaries can exist between the 
market entrant and local entities 
Entrant has limited control over 
day-to-day activities of licensees 
Entrant exerts considerate control 
over licensees’ day-to-day activities 
Licensees tend to be self-selecting Franchisees are selected by the 
franchisor  
Limited common characteristics 
between licensor and licensees 
Established chains of commonly 
owned entities 
Licensees fee negotiations take place Franchised outlets tend to be start-up 
operations  
Substantial fee negotiations take 
place 
Standard fee structure  
Licensor’s earning based on royalties Franchisor earns from royalties + 
fees+ sale of inputs 
Source: Adapted from McDonald and Burton, 2002: 233 
 
A licence agreement usually embraces a range of intellectual property 
embodied in patents, trademarks, trade secrets and know-how, but franchising 
is usually limited to trade marks. The licensee receives just a small part of the 
licensor’s business format; the franchisee receives a complete business 
package. Franchising has deep control compared with the licenser, who has 
limited control over the way the licensee conducts business. Franchisees are 
usually selected by the franchisor; licensees tend to be self-selecting. 
Franchisees are start-up businesses that take on the ‘image’ of the franchisor: 
licensees are usually well-established businesses with their own identity.  
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2.2.2.4 Contract manufacture 
 
According to Terpstra and Sarathy (2000: 391), contract manufacture is 
manufacturing by proxy. That is, the international company’s product is 
produced in the foreign market by an independent local manufacturer under 
contract with the international company. Jeannet and Hennessey (2001:363) 
point out that the local manufacturer’s responsibility is restricted to production. 
Afterwards, products are turned over to the international company, which 
usually assumes the marketing responsibilities for sales, promotion, and 
distribution. 
 
According to Cullen and Parboteeah (2008: 275), similar to the typical 
licensing agreement, the local company uses the international company’s 
technology and specifications to produce products for their local market or 
other markets. But, unlike the typical licensing agreement, the international 
firm still sells the products and controls marketing. 
 
The advantages of contract manufacture for the company placing the contract 
include: 
 
? Reduces the financial and human resources for the international 
companies which need to devote their attention to the physical production 
of their products (Griffin & Pustay, 2005: 359); 
? A locally-made image, which may assist in sales, especially to government 
or official bodies (Walsh,1993: 115); 
? Enables the international company to avoid labour problems that may arise 
from its lack of familiarity with the country (Terpstra & Sarathy, 2000: 391); 
? Avoidance of currency risks (Walsh,1993: 115); 
? Possible cost advantages, if local costs are lower (Kotabe & Helsen, 2004, 
278); 
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? Entry into markets otherwise protected by tariffs or other barriers (Gillespie 
et al, 2007: 276); and 
? International companies can focus on that part of the value chain where 
their distinctive competence lies (Griffin & Pustay, 2005: 359). 
 
Used as an international marketing entry-mode, contract manufacture also has 
its own disadvantages, listed as follows: 
 
? Contract manufacture is only possible when a satisfactory and reliable 
manufacturer can be found - not always an easy task (Gillespie et al, 2007: 
276); 
? Often, extensive technical training will have to be given to the local 
manufacturer’s staff (Walsh,1993: 116); 
? As a result, at the end of the contract, the subcontractor could become a 
formidable competitor (Jeannet & Hennessey, 2004: 297); 
? The international companies have less control over the conditions in the 
local manufacturer (Doole and Lowe, 2008: 247); 
? The international companies have quality control when production is done 
by local manufacturer (Terpstra & Sarathy, 2000: 392). 
 
Most of the advantages and disadvantages of contract manufacture are listed 
above. According to the above, the advantages of contract manufacturing 
appear to outweigh the drawbacks. Contract manufacture is perhaps most 
likely to be of interest where a product has no patent protection, and where the 
market is too small to justify investment in manufacturing facilities. 
Nevertheless, this avenue should be given serious attention when foreign 
investment is not feasible or desirable for the firm.  
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2.2.3 Investment entry-modes 
 
According to Root (1987: 7), investment entry- modes involve ownership by an 
international company of manufacturing plants or other production units in the 
target country.  
 
In terms of ownership and management control, investment entry-modes may 
be classified as acquisition with full ownership and control by the parent 
company or as Joint ventures (JVs) with ownership and control shared 
between the parent company and one or more local partners (Root, 1987: 7). 
 
2.2.3.1 Joint venture 
 
Armstrong, Kotler, Saunders and Wong (2002: 170) point out that JV means 
joining with foreign companies to produce or market products or services. 
According to Griffin and Pustay (1996: 404), JVs are created when two or more 
firms agree to work together and create a jointly-owned separate firm to 
promote their mutual interests.  
 
Typically, each of the two parties to a JV holds a 50 per cent ownership stake 
and contributes a team of managers to share operating control (Hill, 2005:493). 
The larger a JV share holding, the greater the control or influence of that 
company with regard to joint operations (Hough et al, 2003: 323). 
 
Valdes and Garcia (1998: 62) report that, while domestic JVs may seek 
collusive practices and access to the technological know-how of others, 
international JVs are usually motivated by the desire of at least one of the 
partners for international expansion, especially into difficult markets. 
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According to Cateora and Graham (2007: 329), there are four characteristics 
to define JVs: 
 
? JVs are established, separate, legal entities; 
? They acknowledge intent by the partners to share in the management of 
the JV; 
? They are partnerships between legally incorporated entities such as 
companies, chartered organizations, or governments, and not between 
individuals; and 
? Equity positions are held by each of the partners. 
 
Used as an international marketing entry-mode, the advantages of JV are the 
following: 
 
? JV substantially reduces the amount of resources, because each partner 
must contribute (Onkvisit & Shaw, 2004: 253); 
? In markets where host governments disallow wholly-owned investments, 
JVs with a local partner may be the only alternative (Gillespie et al, 2007: 
281); 
? JVs have greater control over production and marketing (Terpstra & 
Sarathy, 2000: 306); 
? JVs are beneficial where the local companies can provide the foreign 
partner with raw materials (Hough et al, 2003: 323); and 
? Partners in the host country can increase the speed of market entry when 
good business and government contacts are essential for success (Doole 
& Lowe, 2008: 254). 
 
JV’s also have several disadvantages for use as an international marketing 
entry-mode, as follows: 
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? After JV, the local partner may become a future competitor (Kotabe & 
Helsen, 2004: 280); 
? Large investment of financial, technical, or managerial resources may be 
requested (Bradley, 2002:293); 
? The shared ownership arrangement of JV’s can lead to conflicts and 
battles for control between the investing firms if their goals and objectives 
change (Hill, 2005: 494); 
? JV does not give a firm the tight control over subsidiaries that it might 
need , in order to realize its experience curve or location economies (Hill, 
2005:493); and  
? Cross-cultural differences in managerial attitudes and behaviour in a JV 
company will present formidable challenges (Keegan, 1995: 355). 
 
JV is a popular entry-mode in the international market. Nearly all companies 
active in world trade participate in at least one JV somewhere; many number 
their JVs in the dozens. A recent conference indicated that more than 50 
percent of Fortune 500 companies were engaged in one or more international 
JVs (Ghauri & Cateora, 2006: 281). 
 
On the other hand, not all JV’s are successful or fulfil their partners’ 
expectations. Various studies have placed the instability rates of JV’s at 
between 25 and 75 percent (Yan & Luo, 2001, 223). JV’s in some cases have 
a very short life-span because of factors such as the difficulty in controlling the 
venture and obtaining the set objectives (Burgess & Bothma, 2007: 323).  
Managerial control exercised by foreign partners is significantly and positively 
related to performance, and conflicts between partners significantly hinder 
performance. International managers should recognize that the extent of 
managerial control they are able to exercise over a JV’s activities determines 
the likelihood of their meeting their expectations (Ding, 1997, 43).  
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2.2.3.2 Acquisition  
 
The acquisition entry-mode refers to the acquisition of a local company’s 
assets by a foreign company to get into the local market (Mellahi et al, 2005: 
196). By acquiring a going concern, the purchaser quickly obtains control over 
the acquired company’s factories, employees, technology, brand names, and 
distribution networks (Griffin & Pustay, 2005: 362). According to Walsh (1993: 
124), acquisition of a company abroad involves the purchase of all or a 
majority of the shares of the company; otherwise the operation becomes at 
most a JV.  
 
Used as an international marketing entry-mode, the advantages of acquisition 
are as follows: 
 
? The company enters the local market rapidly and retains maximum control 
(Onkvisit & Shaw, 2004: 260); 
? The international company acquires a trained labour force, local 
management, access to a distribution network, local knowledge and 
contacts with the market and local authorities (Terpstra & Sarathy, 
2000:399) ;  
? Full ownership means that all the profits go to the company (Kotabe & 
Helsen, 2004: 283); and 
? The cash requirement for the purchase may be minimal, since it may be 
possible to issue shares in payment (Walsh, 1993: 124). 
 
Acquisition also has several disadvantages when used as an international 
marketing entry-mode, such as: 
 
? The acquisition company is sometimes perceived as a threat to the cultural 
or economic sovereignty of the host country (Kotabe & Helsen, 2004: 283); 
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? The grants of capital, low-interest loans, tax holidays, and tariff protection 
for infant industries so often offered to foreign investors in a new plant will 
not normally be available in the case of an acquisition (Walsh, 1993: 124);  
? There will be problems of integrating a newly-acquired company, and 
these will be compounded if it is a company which has different 
management and business practices (Chee & Harris, 1998: 324). 
 
International acquisitions remain a commonly-used avenue for building market 
presence globally. Barkema and Vermeulen (1998: 405) note that for 
companies to prefer acquisition to Greenfield entry, the cost of constructing 
new facilities, installing equipment and hiring and training a new labour force 
must exceed the costs of purchasing and recasting existing properties. As the 
result of a survey with fifty thousand cross-border transactions, the United 
Kingdom (UK) was the most acquisitive country globally, followed by the 
United States (US), Germany, and France (KPMG, 2000). 
 
2.3 FACTORS ON ENTRY-MODE SELECTION 
 
There are no simple criteria to guide the selection of a mode of entry. Indeed, 
the entry-mode selecting decision is one of the most complex and important 
decisions faced by a global company. According to several studies (Cateora 
&Graham, 2007: 319; Chee & Harris, 1998: 279; Cullen & Parboteeah, 
2008:282; Kotabe & Helsen, 2004:268; Mellahi et al, 2005: 34; Terpstra & 
Sarathy, 2000: 375) the main factors in Figure 2.4 must be taken into account 
in the selection of a mode of entry.  
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Figure 2.4 Main factors for selection of entry-mode 
 
Source: Adapted from Cateora &Graham, 2007: 319; Chee & Harris, 1998: 
279; Cullen & Parboteeah, 2008:282; Kotabe & Helsen, 2004:268; Mellahi et al, 
2005: 34; and Terpstra & Sarathy, 2000: 375 
 
According to Phatak, Bhagat and Kashlak (2005:220), some of the mentioned 
factors in Figure 2.4 are external to a company and some are internal. So the 
selection of a mode of entry by a company depends upon the external and 
internal factors of the company. Those external and internal factors will now be 
described in this selection.  
 
2.3.1 Internal factors 
 
Internal factors are the factors that come from inside the company and the 
entry-mode itself. As Figure 2.4 shows, those internal factors are: 
characteristics of each entry-mode, firm’s objective, firm’s size, experience, 
and firm’s product.  
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2.3.1.1 Characteristics from each entry-mode 
 
The key characteristics of export, contractual and investment entry-modes 
from five aspects are level of control, dissemination risk, resource commitment, 
flexibility and ownership (Agarwal & Ramaswami, 1992: 1-27; Anderson & 
Gatignon, 1986: 1-26; Douglas & Craig, 1989:47-59) (see Table 2.3). 
 
Table 2.3 The characteristics of the foreign entry-modes 
Entry- 
mode 
Control 
Dissemination 
Risk 
Resource 
Commitment
Flexibility Ownership
Export Low Low Low High Low 
Contractual Medium Med-High Med-High Medium Med-High
Investment High Low High Low High 
Source: Adapted from Driscoll, 1995: 15-34, Klein, 1989: 252-260 and Erramilli 
& Rao, 1993: 19-38  
 
Driscoll (1995: 15-34) summarized the characteristics of the entry-modes 
across the three generic foreign entry-modes (see Table 2.3). The level of 
control is lowest in the case of export entry and highest in the case of 
investment entry. The risk of dissemination of know-how is likely to be lowest 
of all in the case of an investment entry; the highest resource commitment in 
investment entry, etc (Hill, Hwang & Kim, 1990:117-128). The actual 
entry-mode a firm may choose would therefore be dependent on the actual 
environment and the desired level of entry-mode characteristics being sought 
by the firm (Klein, 1989: 252-260; Erramilli & Rao, 1993: 19-38). 
 
Control 
 
Control refers to the extent to which a firm governs the production process, 
co-ordinates activities, logistical and marketing (Anderson & Gatignon, 1986: 
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1-26). Driscoll (1995: 15-34) argued that control is the key functionality for a 
firm to maximize its economic efficiency and return of investment in 
international markets.  
 
Control plays an important role in the capacity of a firm to achieve its goals. 
Control is desirable to improve a firm’s competitive position and maximize the 
returns on its assets and skills (Hill et al, 1990: 117-128).  
 
Dissemination risk 
 
Dissemination risk refers to the risk that a firm’s specific advantages in 
know-how will be expropriated by a partner in a foreign venture (Hill & Kim 
1988, 93-194). Driscoll (1995: 15-34) explained that protecting the firm’s 
know-how asset is critical to avoid unnecessary threats to the survival of the 
firm.  
 
The risk can be minimized through comprehensive contingent contracts and 
continuous improvement of technology in products or services that could result 
in a long-term competitive advantage (Williamson, 1985).  
 
Resource commitment 
 
Resource commitment refers to the amount of the firm’s resources invested in 
foreign operation, including capital, physical assets, training of staff and 
foreign marketing costs (Phatak, 1997: 269). A firm needs to increase its 
resources commitment when it becomes more experienced and 
knowledgeable about the foreign markets (Johanson & Vahne, 1977: 23-32); 
thus there is a high tendency for firms to commit more business resources as 
the international business progresses (Driscoll, 1995: 15-34).  
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But on the other hand, it is important to note that resource commitments 
constitute an exit barrier and serve to limit the strategic flexibility of the firm 
(Harrigan, 1981: 306-323). When resource commitments are extensive, the 
firm cannot exit a foreign market without incurring substantial exit costs (Hill et 
al, 1990: 117-128). Resource commitment increases the firm’s risk exposure, 
such as the possibility of losses due to currency changes (Davidson, 1983: 
439-456). 
 
Flexibility 
 
Flexibility assesses whether a firm can change the entry-modes quickly and 
with low cost in the face of evolving circumstances (Porter, 1976). Klein (1989: 
252-260) suggested that firms should have less formalized and less 
centralized organization structures to adapt to their dynamic environment. 
 
With highly flexible entry-modes, firms can easily withdraw from a risky market 
or penetrate a market further depending on new developments. High flexibility 
can therefore reduce loss and improve a contractor’s capability of mitigating 
risk. Therefore, the flexibility varies across different entry-modes and is a very 
important consideration to optimize the selection. 
 
Ownership 
 
Ownership refers to the extent of a firm’s equity participation in an entry-mode 
(Griffin & Pustay, 2005: 343). By having full equity ownership, a firm should 
have greater bargaining strength as compared to sharing ownership with a 
partner (Griffin & Pustay, 2005: 343). Gatignon and Anderson (1988: 305-336) 
point out that ownership should have a direct relation to the amount of control; 
a firm should have greater control by having full equity ownership. 
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2.3.1.2 The Firm’s objective 
 
A company’s objective does heavily influence the choice of entry-modes 
(Kotabe & Helsen, 2004:270); the degree of involvement in and commitment to 
international markets will depend to a large extent on the firm’s objectives 
(Chee & Harris, 1998: 279). 
 
Companies which have limited objectives for entering a new market favour a 
mode of entry such as exporting or licensing, as these require fewer financial 
resources and less management attention. On the other hand, companies that 
want to be proactive and aggressive in the new market to increase their market 
share favour a mode of entry such as a strategic alliances, joint venture or 
setting up of a wholly-owned subsidiary (Chee & Harris, 1998: 279). 
 
2.3.1.3 Firm’s size 
 
Firm size does influence the firm’s choice of international entry-mode,as 
different entry-modes do require different levels of resource support (see Table 
2.3). The size of the firm reflects its capability of supporting those resources 
(Douglas & Craig, 1995). 
 
The fact that most firms prefer sole ventures is not surprising, but the small 
firm may have limited choice, and will have to adopt an indirect exporting mode 
of entry in many cases (Chee & Harris, 1998: 284). Empirical evidence also 
confirms that larger firms prefer to use equity entry-modes (Agarwal & 
Ramaswami, 1992:1-27). 
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2.3.1.4 Experience 
 
According to Terpstra and Sarathy (2000: 375), the firm obtains more 
international marketing experience the more directly it is involved in foreign 
markets. Though there is no single way to deal with a particular situation, often 
insights from past experience can be applied to make a good decision. 
 
Depending on international marketing experience, many firms applied the 
following market-entry stages to enter a foreign market (Anderson, 1993:225): 
 
? Firstly, no regular export activities; 
? Secondly, exporting via independent representatives; 
? Thirdly, establishment of an overseas sales subsidiary; 
? Finally, overseas production or manufacturing. 
 
2.3.1.5 Firm’s product 
 
Factors related to the product for the international market affect the 
participation decision in the market entry-mode (Cullen & Parboteeah, 
2008:283). If a firm’s products that spoil quickly or are difficult to transport are 
poor candidates for exporting, it would be better to use entry-modes such as 
licensing, joint ventures, or direct investment (Cullen & Parboteeah, 2008:283). 
If the firm offers a new product in the market, it usually manufactures in the 
home country and uses the export entry-mode to sell the product in other 
countries. When the product becomes a standardized product, the firm may 
start trying to produce at some low-cost location (Hill, 2005: 160).  
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2.3.2 External factors 
 
As opposed to internal factors, external factors are the factors that come from 
the market environment which surrounds the company. They include political 
environment, economic environment, socio-cultural environment and 
technological environment (Phatak et al, 2005: 220) and can provide both 
opportunities and threats to firms. They have been identified as contingency 
variables that affect foreign market entry-mode choice (Phatak et al, 2005: 
220), so managers must pay adequate attention to them.  
 
2.3.2.1 The political environment 
 
Firms are influenced by the responses of government to activities in the wider 
business environment (Williamson et al, 2004: 85), and the economic and legal 
systems of a country are shaped by its political system (Hirschman, 1994: 
343-348). 
 
In order to gain entry into a foreign country, permission is required from the 
host country’s government. Government can have very different views on how 
business should be conducted within the country’s borders (Chee & Harris, 
1998: 166).  These include regulations on unfair trade practices, financial 
regulations, tax codes, environmental regulations and employment laws 
(Mellahi et al, 2005: 42).  
 
Government does have to consider the effects of sourcing on employment. 
They do also like to consider the national interest in the placing of any orders 
for defence equipment or for products resulting from a research programme 
that has been heavily funded by government finance (Paliwoda & Thomas, 
1998: 65). Everything from the product itself, to the promotional mix and the 
behaviour of the company’s operatives can be governed or regulated (Chee & 
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Harris, 1998: 166).   
 
At the same time, entry- mode decisions are now also affected by the 
international political environment. The international political environment is 
concerned with the policies and activities of other countries, regional 
organisations, non-governmental organisations (NGOs) and international 
activist groups (Burgess & Bothma, 2007: 221).  
 
Frynas (1998: 457-478) and Frynas and Mellahi (2003: 541-565) have even 
argued that the political environment itself may be beneficial to specific firms 
and may assist corporate goals under certain circumstances. An important role 
of an international company is to have a thorough understanding of the political 
environment before it makes a decision to use any specific entry-mode. Most 
import elements in the political environment do have an influence on 
entry-mode selections, as listed below: 
 
Government stability 
 
Government stability is an important factor for entry-mode selection. If the 
government and its policy in the host country are always changing, most of the 
foreign companies choose exporting or licensing to enter this country (Agodo, 
1978: 95-107; Goodnow & Hansz, 1972: 33-50; Kobrin, 1979: 67-80; Root, 
1987). Because an unstable government and its policy exposes the firm’s 
assets to high risk, control risk also increases. Under this condition, foreign 
companies prefer to use a low risk entry-mode, such as exporting or licensing 
(Erramilli & Rao, 1993: 19-38; Gatignon & Anderson, 1988: 305-336).   
 
Taxation policy 
 
Taxes imposed on imported products also affect the land cost of the products 
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(Jeannet & Hennessey, 2004: 328). If a government lowers long-term capital 
gains taxes (CGT), it will encourage investment in manufacturing facilities 
(Kotabe & Helsen, 2004: 143).  
 
The government can change the levels of taxation or import duties, provide 
subsidies to certain firms, or impose regulations which require foreign firms to 
change how they operate (Mellahi et al, 2005: 37).  
 
Foreign companies prefer to use entry-modes such as investing manufacture 
in a lower tax country, because foreign companies can set a high transfer price 
for goods and services sold from countries with a lower corporation tax to 
another subsidiary of the firm in a higher tax location, which can attempt to 
maximize profits in low tax economies (Chee & Harris, 1998: 496). 
 
Foreign trade regulations 
 
Investment in developing countries, preferential foreign investment policies 
and fewer investment restrictions are important points for a foreign investor to 
decide whether to use a more active entry-mode such as direct investment, or 
not (Davidson & Mcfetridge, 1985: 5-21). 
 
Different countries have different rules, which will determine the modes of entry. 
In such circumstances FDI may be the only way of the firm to gain access to a 
market. Japanese car manufacturers have located in Europe and the US to 
avoid import quota restrictions in these markets (Bradley, 2002:309). 
Governments also may offer incentives or assistance to international 
companies. National and local governments in South Africa offer financial and 
non-financial development assistance to encourage international companies to 
locate operations in target regions, such as the Eastern Cape, or to participate 
in target industries, such as the film industry or call-centre industry in Cape 
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Town (Burgess & Bothma, 2007: 41). 
 
2.3.2.2 The economic environment 
 
Like most elements of the external factors, the economic environment can 
influence a firm’s entry-mode choice. For example, if economic growth 
increases, the purchasing power of the customer also increases (McDaniel, 
Lamb & Hair, 2008: 87); the firm may be able to expand production and open 
new plants (Mellahi et al, 2005: 44).  During an economic recession, the 
purchasing power of the customer decreases, so the firm would use an 
entry-mode such as export to reduce the risk.  
 
According to Mellahi et al (2005: 44), there are three important factors in the 
economic environment to which the firms must pay special attention to: cost of 
production, currency exchange rates and cost of capital. 
 
Cost of production 
 
One of the targets of entry-mode choice is to offer competitively-priced 
production. According to Mellahi et al (2005: 44), since there are fewer barriers, 
and transport costs are not significant for many products, the labour cost 
becomes the key factor. Many American and European call-centres are based 
in India, because of the cheaper labour. Another important factor for cost of 
production is labour productivity. Managers need to weigh up the advantages 
of cheap labour versus labour productivity when making an entry- mode 
decision.  
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Currency exchange rates 
 
The currency exchange rate is determined by the uncontrollable variables in 
the foreign markets. It affects cost and profit of business (Chee & Harris, 1998). 
Firms need to choose the right entry-mode to deal with the exchange rate 
difference between countries at different times. If the value of the Rand goes 
up relative to other currencies, South African goods become more expensive 
and they will be difficult to export. For firms outside South Africa it will be easier 
to export goods to South Africa at a cheaper price. Under these circumstances 
it would be better for the firms to use the export entry-mode to enter the South 
African market.  
 
Multinational firms have to monitor the currency exchange rate in order to spot 
threats and opportunities (Mellahi et al, 2005: 45). Sometimes firms even shift 
production away from a country where the exchange rates create a high 
product cost to a lower cost country (Froot & Stein, 1991: 1191-1217; 
Dewenter, 1995: 1189-1213). Firms like to produce goods in low production 
cost countries and export to those countries with a high production cost. 
 
Cost of capital 
 
The interest rate is one of the capital costs heavily influencing entry-mode use. 
A higher interest rate will raise the cost of capital, which reduces the cost of 
imports and increases the cost of exports. A cut in interest rate will let exports 
become more competitively-priced and imports become more expensive 
(Blythe, 2003: 23).  
 
Aliber (1970), Grosse and Trevion (1996: 139-155) also point out that in the 
international marketplace, a firm from a country with high lending rates is a 
disadvantage in raising capital compared to a firm in a country with low lending 
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rates, because the firm would be better to export from low capital cost 
countries to high capital cost countries.  
 
After the factors discussed above, firms have to consider other economic 
factors such as the disposable income and rates of unemployment (Mellahi et 
al, 2005: 44).  
 
2.3.2.3 The socio-cultural environment 
 
The socio-cultural environment has a major influence on a firm’s entry-mode 
selection. Before entering another country, the firm should not assume that 
socio-cultural characteristics in the host country will be the same as those in 
the home country, even in circumstances where the language is the same 
(Blythe, 2003: 36). An example is the cultural differences between Americans 
and Canadians.  The socio-cultural environment is perhaps the most difficult 
external variable on entry-mode selection. 
 
Demography as part of the socio-cultural environment encompasses areas 
such as the age structure of the population, their occupations and incomes, 
size of family, birth rate, death rate and marital status (Blythe, 2003: 37). 
These demographic factors can impact on entry-mode selection such as 
market size and growth. According to Kotabe and Helsen (2004: 144), a large 
market or a huge potential market will absorb a firm to enter the market by a 
joint venture or wholly-owned subsidiaries. 
 
In the study of humanity’s way of life,  the main dimensions of culture 
represented in Figure 2.5 do have a close relationship with entry-mode 
selection (Grauri & Cateora, 2006: 83, Kotabe  & Helsen, 2004: 96, and 
Griffin & Pustay, 2005: 86). 
 50
Figure 2.5 Dimensions of culture 
 
Source: Adapted from Ghauri and Cateora, 2006: 83 
  
As Figure 2.5 shows, these elements are closely associated with culture and 
they affect culture at some time or other.  These elements are described 
alignment below: 
 
Material culture 
 
Material culture refers primarily to the technologies that are used to produce, 
distribute and consume goods and services within society (Kotabe & .Helsen, 
2004: 97). For example, in the country with high levels of technology, the 
general population has a broad level of technical understanding that provides 
the general working population with a modest level of mechanical skill (Ghauri 
& Cateora, 2006: 83). This can be used as an advantage of choosing local 
manufacture. 
 
Education 
 
According to Terpstra and Sarathy (2000: 100), education includes the 
process of transmitting skills, ideas and attitudes, as well as training in 
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particular disciplines. Even those “primitive” peoples have been educated in 
this broader sense. For example, Bushmen (Khoi-San) are well educated for 
the culture in the environment in which they live. 
 
For a foreign investor, general education levels in the host country reflect the 
availability, skills and capabilities of human resources (Hough & Neuland, 2007: 
89). Porter (1990: 390-400) echoes that one of the most important aspects of 
education from an foreign investor perspective is its role as a determinant of 
national competitive advantage in providing a pool of skilled and educated 
human resources. This factor furthermore influences the entry-mode choices 
of foreign investors. For instance, it is better to use an export entry-mode to a 
low-level education area, because a different level of work skill depends highly 
on the level of education (Ghauri & Cateora, 2006: 83).  
 
Language 
 
Language is an essential element of culture for it reflects its nature and riches, 
and also distinguishes one culture from another (Chee & Harris, 1998: 100).  
It is a most important tool with which a society’s members communicate with 
each other (Griffin & Pustay, 2005: 88). 
 
Sometimes language can also affect the entry-mode selection immediately. If 
the foreign company wants to set up a branch overseas, the country which 
uses the same language as the home country does have an advantage. 
Language is important in company basic communications, and also extends 
beyond mechanics to the interpretation of contexts (Czinkota, Ronkainen & 
Moffett, 2002: 36).  
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Religion 
 
Religion is one of most sensitive elements of a culture. It can be defined as a 
shared set of beliefs, activities, and institutions based upon faith in 
supernatural forces (Stark & William, 1985). Religion worldwide has a 
profound influence on international marketing through lifestyle, values, beliefs, 
attitudes and ethical issues (Hough & Neuland, 2007: 81).   
 
Religion has the power to affect entry-mode selection and it can strongly 
influence market size for some products. For example, it is difficult to sell a  
beef product in India because Indians do not eat beef because of their religion 
(Kotabe & Helsen, 2004: 102). 
 
Attitudes and values 
 
Culture also affects and reflects the secular values and attitudes of the 
members of society. Values are the principles and standards accepted by the 
members; attitudes encompass the actions, feelings and thoughts that result 
from those values (Roger, Paul & James, 2001). The more rooted values and 
attitudes are in central beliefs, the more cautiously the international marketing 
manager has to move (Czinkota & Ronkainen, 2004: 68). 
 
Attitudes and values can easily influence entry-mode selection, such as 
attitudes towards foreign products. For example, some societies regard the 
purchase of foreign products as unpatriotic (Chee & Harris, 1998: 147). For 
those countries, the foreign company should choose JV as an entry-mode to 
capture the market.  
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2.3.2.4 The technological environment 
 
According to Bothma and Gouws (2000: 30-32), technology can be defined as 
the method or technique for converting inputs and outputs in accomplishing a 
specific task. It is not only the knowledge but also the skills and the means of 
accomplishing a task (Hough & Neuland, 2007: 109). 
 
Sometimes, a country’s technological environment can be an effective weapon 
to attract foreign investment, if a country has invested heavily in its 
infrastructure, such as highways, communications systems, water-works and 
so on (Griffin & Pustay, 2005: 69). Enterprise will choose a more active 
entry-mode such as direct investment (Root & Ahmed, 1978: 81-93), because 
modern infrastructure will make production and distribution easier.  
 
The technological environment can affect the competitive environment with 
new technology (Blythe, 2003: 35). If a company decides to enter a 
high-technology-level country, it would better to choose an export entry-mode 
to test the product in a high competitive market to reduce the risk. 
 
Technology transfer as a request from some developing countries, such as 
China, aims to acquire new technology from the foreign company (Hough & 
Neuland, 2007: 111). As a result, JV is the only choice in some industries for 
foreign companies to get into China. 
 
The technological environment can influence entry-mode selection on the 
productivity side. High technology can lift productivity. It can avoid part of high 
labour cost influencing in some developed countries (McDaniel, Lamb & Hair, 
2008: 89). 
 
Another very important point of the technological environment is intellectual 
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property protection (Griffin & Pustay, 2005: 70). If the host country is weak in 
the field of intellectual property protection, the foreign company will be wary of 
using an entry-mode such as JV, to protect its intellectual property.  
 
2.4 BUSINESS ENVIRONMENT IN SOUTH AFRICA 
 
South Africa has a two-tiered business environment: one rivalling other 
developed countries and the other with only the most basic infrastructure. 
According to Wikipedia (2008a), there is a division of labour between formal 
and informal sectors and an uneven distribution of wealth and income that 
exhibits many characteristics associated with developing countries. But the 
primary sector, based on manufacturing, services, mining and agriculture, is 
well developed. In order to attract FDI, the South African Government started 
to reduce tariffs and export subsidies, loosened exchange controls, cut the 
secondary tax on corporate dividends and improved enforcement of 
intellectual property laws（Wikipedia：2008a）. 
 
2.4.1 Land and people 
 
South Africa occupies the southern most part of the African continent, having 
common boundaries with Namibia, Botswana and Zimbabwe, while 
Mozambique and Swaziland lie to the north-east. Completely enclosed by 
South African territory in the south-east is the mountain Kingdom of Lesotho 
(Burger, 2008: 6) 
 
According to Statistics South Africa (SSA) (2007a: 14), the total population in 
South Africa was 48, 5 million in 2007. Africans are in the majority at over 38.3 
million, making up 79% of the total population. The white population is 
estimated at 4.61 million (9.5%), the coloured population at 4.37 million (9.0%) 
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and the Indian and Asian population at just 1.21 million (2.5%) (SSA, 2007a: 
24). The majority of South Africans are between 0 to 24 years old (SSA, 2007a: 
18), which means that South Africa is a young country which has huge market 
potential for foreign investors. 
 
2.4.2 Culture and education 
 
South Africans have been called the 'rainbow nation', a title which epitomises 
the country's cultural diversity. The culture of South Africa is one of the most 
complex and diverse in the world （Explore South Africa: 2008）. Western and 
non-Western people and cultures have for a long time lived in South Africa, but 
separated ethnic development has led to a cultural patchwork rather than  a 
melting pot（Wikipedia：2008b）.  
 
2.4.2.1 Religion 
 
The Constitution guarantees freedom of worship and the official policy is one 
of non-interference in religious practices. Religion in South Africa varies widely; 
the people of South Africa follow different religions and customs (Burger, 2008: 
4). 
 
During the twentieth century the Government consciously encouraged the 
Christian faith and customs in South Africa (Maps of World, 2009), where 
almost 80 per cent of South Africa’s population follows the Christian faith. 
Other major religious groups are the Hindus, Muslims, Jews and Buddhists. A 
minority of South Africa’s population does not belong to any of the major 
religions, but regard themselves as traditionalists of no specific religious 
affiliation (Burger, 2008: 4). 
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2.4.2.2 Official languages 
 
The Constitution recognises 11 official languages, namely Afrikaans, English, 
isiNdebele, isiXhosa, isiZulu, Sesotho sa Leboa, Sesotho, Setswana, siSwati, 
Tshivenda and Xitsonga. Although English is the mother tongue of only 8, 2% 
of the population, it is the language most widely understood, and the second 
language of the majority of South Africans (Burger, 2008: 2). As English is the 
main business language in the world, it will be easy for foreign companies to 
do business in South Africa.  
 
2.4.2.3 Education 
 
According to SAinfo (2008a), South Africa has 12.3 million learners, some 386 
600 teachers and 26 292 schools, including 1 098 registered independent or 
private schools. Of all schools, roughly 6 000 are high schools (grade 7 to 
grade 12), and the rest primary (grade 0 to grade 6). Table 2.4 shows the 
various education levels of South Africans as percentages of the population. 
 
Table 2.4 Percentage distribution of population aged 20 years and older 
according to highest level of education (Census 2007) 
 Level of education Percentage (%) 
Higher 9.1 
Grade 12/Std 10 18.6 
Some secondary 40.1 
Primary completed 5.9 
Some primary 16.0 
No schooling  10.3 
Total 100 
Source: Adapted from SSA, 2007b: 2 
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As Table 2.4 shows, most South Africans completed their education at some 
secondary level. The average years of schooling of adults is 6.1 years, which 
ranks 51st in 100 comparable countries (Nation Master, 2009). Only 9.1 per 
cent of the population has a higher education level beyond Grade 12. This 
means that South Africa has a big shortage of specialists in some specific 
areas. 
 
2.4.3 Political system 
 
South Africa is ahead of many other developing countries in sustainability 
policy development, because the advent of democracy in South Africa in 1994 
has increased the participation of stakeholders and the public in policy 
formation (National State of the Environment Report [NSER], 2008). Table 2.5 
compares the political risk in South Africa with that of some other main 
countries in the world. According to Table 2.5, the political risk in South Africa 
is one of the lowest in Africa, but is much higher than that in a developed 
country.  
 
Table 2.5 Political risk ratings 
Ranking Country Rank Country 
1 Norway 4 United States 
7 United Kingdom 51 China 
54 Botswana 57 South Africa 
129 Mozambique 176 Namibia 
Source: Adapted from ‘Euromoney, 2005’. 
 
2.4.3.1 Government System 
 
South Africa is a constitutional democracy with a three-tier system of 
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government and an independent judiciary. The national, provincial and local 
levels of government all have legislative and executive authorities in their own 
spheres (Sainfo, 2009a). South Africa has 15 political parties represented in 
parliament, but is a one-party dominant state with the African National 
congress (ANC) in power (Wikipedia, 2009).  The ANC won the election again 
on 22 April 2009, with a massive 65.9 per cent support (De Klerk, 2009). South 
Africa has experienced 15 years of uninterrupted stable government and policy 
under the control of the ANC (De Klerk, 2009), which offers a stable business 
environment for foreign investors. 
 
2.4.3.2 Legal environment  
 
South Africa has a world-class, progressive legal framework. Legislation 
pertaining to commerce, labour and maritime issues is particularly well 
developed, while laws relating to competition policy, copyright, patents, 
trademarks and disputes conform to international norms and conventions 
(Sainfo, 2009b). 
 
Sanctity of contract is protected under common law, and independent courts 
ensure respect for commercial rights and obligations. The independence of the 
judiciary is guaranteed by the Constitution (Sainfo, 2009b). 
 
2.4.4 Labour environment 
 
Pons and Deale (1998) state that the employment relationship in today’s South 
Africa is fashioned upon a complex framework of rights derived from law and 
agreements agreed to between employers and employees. South Africa is not 
a labour-friendly country for foreign investors. Close to one-third of enterprise 
managers said that labour regulations were a serious problem (World Bank, 
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2009a).  
 
According to Burger (2008: 164), the main South African labour regulations are 
the following:  
 
? Skills Development Act, 1998 (Act 97 of 1998), as amended. 
? Manpower Training Act, 1981 (Act 56 of 1981), of provisions that are still in 
force. 
? Skills Development Levies Act, 1999 (Act 9 of 1999), as amended, and the 
Income Tax Act, 1994 (Act 21 of 1994). In some aspects, the Employment 
and Skills Development Services (ESDS) works closely with the National 
Treasury and the South African Revenue Service (SARS). 
? South African Qualifications Authority (SAQA) Act, 1995 (Act 58 of 1995), 
working closely with the Department of Education. 
 
The labour regulations above give all employees great protection in South 
Africa. On the other hand, rigid labour regulations can discourage firms from 
hiring new workers and can hinder employment growth (World Bank, 2009a). 
The foreign investor prefers to use an entry-mode which can avoid the rigid 
labour regulations in South Africa. 
 
2.4.4.1 Labour skills, labour productivity and labour costs  
 
One of the most important characteristics of the South African labour market in 
recent years has been the simultaneous existence of a very high rate of 
unemployment among unskilled people on the one hand and substantial 
vacancies for educated and highly skilled workers on the other hand（SAinfo: 
2008b）. Once workers become skilled it is becoming increasingly difficult to 
retain those people, as they swiftly move on (Swiss Business Hub South Africa 
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[SBHSA], 2007). 
 
As the result of a big shortage of skilled labour, labour productivity in South 
Africa has stagnated compared with a higher acceleration of labour 
productivity growth among the industrialized nations (Department: Trade and 
Industry [DTI], 2008: 44). 
 
South African unit labour costs declined in the 1990’s, which appear to be 
competitive in relation to most industrial countries, but are still higher than in 
other developing countries ( DTI, 2008: 45), ranging from low-wage countries 
like India and Indonesia, to higher wage countries like Brazil and Korea (Golub, 
2000: 58). Together, with a relatively low level of labour productivity, South 
Africa has a serious labour cost problem (DTI, 2008: 46). 
 
With the high level of the labour cost in South Africa, the investors prefer to 
manufacture in other developing countries and export to South Africa (Golub, 
2000: 58).  
 
2.4.4.2 Unemployment  
 
Unemployment has significant economic and social costs for individuals and 
households, as well as for the larger society (Daniel, Southall & Lutchman, 
2005: 488). According to Woolard and Woolard (2006: 1), the South African 
labour market is characterised by high unemployment and low levels of job 
creation (see Table 2.6). On the other hand, unemployment rates vary 
significantly according to educational attainment and skills level (see Table 
2.7).  
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Table 2.6 Unemployment rates, September 2001 to September 2007 
Unemployment 
rate 
Sep’ 
01 
Sep’ 
02 
Sep’ 
03 
Sep’ 
04 
Sep’ 
05 
Sep’ 
06 
Sep’ 
07 
Male 25.8 25.9 24.7 23.1 22.6 21.2 19.8 
Female 33.8 35.9 32.0 30.2 31.7 30.7 26.1 
Average 29.4 30.4 28.0 26.2 26.7 25.5 22.7 
Source: Adapt from SSA, 2008a: IV 
 
Table 2.7 unemployment status according to education level 
Highest level of education Unemployed rate 
None 12.6 % 
Primary 23.5 % 
Secondary 28.8 % 
Matric 12.5 % 
Tertiary 2.5 % 
Average: 22.7 % 
Source: Adapted from SSA, 2008a: 9 
 
Tables 2.6 and 2.7 indicate a significant unemployment problem in South 
Africa.  Only 2.5 per cent of unemployed people have a tertiary level of 
education.  Lewis (2001: iii) also found that unemployment rates varied from 
‘near zero’ among highly-skilled workers to more than 50 per cent among 
unskilled and semi-skilled workers. 
 
2.4.4.3 Trade union  
 
South Africa's trade union movemen is the largest and most disciplined on the 
continent (SAinfo: 2008c）. According to Wikipedia （2008c）, trade unions are 
an important force in South Africa, with 3.1 million members representing 25 
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percent of the formal work force. Almost all sectors of the economy, including 
the public service, have representative unions which engage employers over 
issues affecting their workforce. These trade unions have played an influential 
role in determining labour market and industrial relations policies in the country
（SAinfo: 2008c）. 
 
2.4.5 Economic index 
 
Year-on-year gross domestic product (GPD) growth, low inflation and stable 
currency policy are strong economic indicators. Under such conditions, 
consumers have greater purchasing power (Cateora, 1996). This kind of 
market has a high attraction for foreign investors to produce and sell products 
to meet the needs of local consumers (Onkvisit & Shaw, 1993; Terpstra & 
Sarathy, 1997). Under the high inflation rate, consumer purchasing-power will 
decline. In the long-term in this situation, it would be better to use entry-modes 
such as export or licences to reduce the risk. 
 
South Africa has the most advanced economy on the African continent 
(Southern African Development Community Review [SADCR], 2008). The 
most important export contributors to the economy include the mining sector, 
manufacturing and agriculture (CGLGSA, 2008). 
 
2.4.5.1 Gross domestic product 
 
According to World Bank (2009b), economic growth with real GDP grew at an 
average of about 3 per cent between 1994 and 2003. The growth rate for 2004 
to 2006 was about 5 per cent, before slowing down to a projected 3.8 per cent 
in 2008 in the face of a global economic crisis (see Figure 2.6).  
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Figure 2.6 GDP at current prices 
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Source: Adapted from SSA, 2008b: 8 
 
As shown in Figure 2.6, the total GDP in South Africa is growing annually, 
which means that the general market in South Africa is also growing annually.  
 
2.4.5.2 Inflation 
 
During recent years, the inflation rate in South Africa’s has not been very 
stable. The inflation rate decelerated markedly from a high of 9.2 per cent in 
2002 to 5.8 per cent in 2003; and 1.4 per cent in 2004; but it increased to 3.4 
per cent in 2005, and 4.7 per cent in 2006 ( Burger, 2008: 142). Special note 
must be taken that the inflation rate was growing up to 9.3 per cent between 
August 2007 and July 2008 (Mboweni, 2008: 2). 
 
As shown above, although inflation spiked in 2003 and has fallen recently, it 
has been in the range of 5 to 10 per cent for most of the past decade. 
Compared to the world range, inflation in South Africa is not especially high by 
international standards; however, it remains higher than in the best performing 
economies (DTI, 2006: 23).  
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2.4.5.3 Exchange rates 
 
South Africa has a strong macro-economic performance with a modest GDP 
growth. But according to the World Bank (2009b) there is one third of 
enterprise managers saying that macro-economic instability is a serious 
problem. This is due to the exchange rate instability (see Figure 2.7). 
 
Figure 2.7 Exchange Rate between South African Rand and US $ in a 5 year 
period 
 
Source: Adapted from Yahoo Finance, 2009 
 
As shown on Figure 2.7, ZAR rises and falls all the time. In the world range, 
ZAR has been one of the most unstable of the world’s major currencies and is 
a concern to the international companies. For example, this is problematic for 
the exporters, who receive payments in dollars or euros, but pay their 
employees and suppliers in rands (World Bank, 2009b). 
 
2.4.6 Taxation system 
 
In South Africa, the National Treasury is responsible for advising the Minister 
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of Finance on tax-policy issues that arise in local, provincial and national 
government spheres. The National Treasury and South African Revenue 
Service (SARS) co-operate in compiling tax policies (Burger, 2008: 230). 
 
2.4.6.1 Income tax 
 
Income tax is levied on South African residents’ worldwide income, with 
appropriate relief to avoid double taxation. Non-residents are taxed on their 
income from a South African source (Burger, 2008: 231). The income tax rates 
are 28 per cent for corporate and from 0 per cent up to 40 per cent for 
individuals, depending on the amount of personal income (World Wide Tax, 
2009), and income tax rate is assessed on the taxable income earned in one 
tax year (Terblanche, Moeng & Macleod, 2008: 241).  
 
2.4.6.2 Value-Added Tax 
 
Value-added tax (VAT) in South Africa is a tax on consumption and is currently 
charged at 14 per cent (SARS, 2008). VAT is payable on nearly all imports. 
However, goods imported for use in manufacturing or resale by registered 
traders may be exempt from VAT (Sainfo, 2009c).  
 
2.4.6.3 Capital gains tax (CGT) 
 
CGT (which started from 1 October 2001) is fairly new to South Africa. CGT 
applies to all South African residents when they sell fixed property of a capital 
nature located worldwide, and non-South African residents when they sell fixed 
property of a capital nature located in South Africa (Just Landed, 2009). 
 
For legal persons, 50% of their net profit will attract CGT and for natural 
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persons it is 25%. All taxpayers need to pay tax only on an increase in value 
that occurred after 1 October 2001 (Terblanche et al, 2008: 245). 
 
2.4.6.4 International tax agreements  
 
International tax agreements are important for encouraging investment and 
trade flows between nations. By reaching agreement on the allocation of taxing 
rights between residence and source countries of international investors, 
double taxation agreements provide a solid platform for growth in international 
trade and investment (Burger, 2008: 230). South Africa has tax agreements 
with a wide range of countries (SARS, 2009). 
 
2.4.7 Foreign trade regulations 
 
The South African government is busy revising trade regulations in order to 
attract foreign investment. It has significantly reduced tariffs and export 
subsidies, loosened exchange controls, cut on secondary tax on corporate 
dividends and improved enforcement of intellectual property laws（Wikipedia：
2008a） 
 
2.4.7.1 Exchange controls 
 
Exchange control was introduced in South Africa in 1939 as part of the 
emergency measures adopted by the Sterling Area because of the outbreak of 
the Second World War (South African Reserve Bank [SARB], 2009). In 
subsequent years, these controls were tightened or relaxed from time to time, 
depending on domestic and international circumstances (South African 
Missions in New York [SAMNY], 2009).   
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The Government is committed to the removal of exchange controls.  As a 
result, South African corporates are now allowed to invest up to R250 million 
per approved investment in the Southern African Development community 
(SADC) (SAMNY, 2009). 
 
2.4.7.2 Import and export control 
 
South Africa does have import control for second-hand goods, such as certain 
machinery and equipment (Hough & Neuland, 2007: 28). These controls are 
generally administered by means of permits, which are made subject to the 
compliance of the application to the government stipulated provisions and 
requirements (Hough & Neuland, 2007: 28).  
 
2.4.7.3 Tariffs system 
 
South Africa is a contracting party to the General Agreement on Tariffs and 
Trade (GATT) and is a member of the World Trade Organisation (WTO) 
(Burger, 2008). The framework of the external tariff is the 2-column 
Harmonised Commodity Coding and Description System (HS) (Mbendi, 2009). 
South Africa also joined the Southern African Customs Union (SACU). In terms 
of the agreement, goods are traded free of duty between members of the 
SACU (Mbendi, 2009).  
 
The dutiable value of goods imported into South Africa is calculated on the free 
on board (FOB) price in the country of export, in accordance with the GATT 
Customs Valuation Code (Sainfo, 2009c).  
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Tariff Rebates  
 
Various provisions for a rebate of duty exist for specific materials used in 
domestic manufacturing. The importer must consult the relevant schedules of 
the Customs and Excise Act to determine whether the potential imports are 
eligible for rebate of duty (Sainfo, 2009c). 
 
2.4.8 Local Infrastructure 
 
Compared to the rest of Africa, South Africa has a good infrastructure 
(Advameg, 2009), which has helped to sustain South Africa's economy in the 
global economic competition. If the host country has a good infrastructure, 
enterprise will choose a more active entry-mode, such as direct investment 
(Root & Ahmed, 1978: 81-93). 
 
2.4.8.1 Communication  
 
South Africa is a leader in information communications technology (ICT) 
development in Africa, and the 20th-largest consumer of information 
technology (IT) products and services in the world. The country has a network 
that is 99 per cent digital and includes the latest in fixed-line, wireless and 
satellite communications (Burger, 2008: 112). 
 
2.4.8.2 Transport network 
 
South Africa has a modern and well-developed transport infrastructure. The 
roads are world-class. The air and rail networks are the largest on the 
continent. The country's ports provide a natural stopover for shipping to and 
from Europe, the Americas, Asia, Australasia and both coasts of Africa（SAinfo: 
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2008d).  
 
South Africa's total road network is about 754,000 kilometres, 9,600km of 
which are surfaced national roads. Around 2,400km of the roads in the country 
are toll roads （SAinfo: 2008d). 
 
South Africa has an extensive rail network with about 22 000km of rail network 
connecting with the sub-Saharan region, which includes Zimbabwe, 
Mozambique and Swaziland （SAinfo: 2008d). 
 
South Africa has seven commercial ports which are the conduits for trade 
between South Africa and its Southern-African partners as well as hubs for 
traffic to and from Europe, Asia, the America and the east and west coasts of 
Africa （SAinfo: 2008d）. 
 
2.4.9 Crime  
 
Crime is a prominent issue in 21st Century South Africa. According to a survey 
compiled by the United Nations Office on Drugs and Crime, ranked per capita, 
South Africa has the most assaults, rapes, and murders with firearms (Nation 
Master, 2008). As a result, according to ‘Independent Online, 2008’, many 
emigrants from South Africa state that crime was a big factor in their decision 
to leave.  
 
Crime against commercial farmers has continued to be a major problem in the 
country. 72 per cent of companies reported that they had fallen prey to 
economic crime in the past two years, in comparison with 43 per cent globally
（Price Waterhouse Coopers [PWC], 2008). In 2007, 36 per cent of frauds 
were detected by chance, an increase of 7 percentage points over two years. 
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In fact, in South Africa the average loss from fraud over two years per 
company was R81, 606,615 (PWC, 2008).  
 
In the light of the crimes mentioned above, foreign investors have had to 
choose the way to invest in South Africa in order to avoid this risk. 
 
2.4.10 Broad-Based Black Economic Empowerment    
 
In South Africa, foreign investors should also be aware of the country’s special 
government policy called Broad-Based Black Economic Empowerment 
(B-BBEE) legislation. Black Economic Empowerment (BEE) in South Africa is 
governed by the Board-Based Black Economic Empowerment (B-BBEE) Act, 
2003 (SA Business Hub [SABH], 2008).  
 
The goal of BEE is an initiative put in place by the government to accelerate 
the participation of black (Africans, Indians and Colours) people in the 
economy (Wikipedia: 2008d）, and to increase the number of black people who 
manage, own and control businesses as well as to encourage investment in 
enterprises that are black-owned or managed (Sabinet, 2009). BEE is legally 
binding on the State and government bodies, and investors should be aware 
that anyone wanting to do businesses with a government enterprise must be 
aware of this (TISA, 2009). 
 
Empowerment has shaped the business landscape in SA for the past decade 
(Standard Bank, 2007: 12). More than 90 per cent of the respondent 
organisations have a BEE compliance strategy in place, with 92 per cent of 
large companies, 83 per cent of Qualifying Small Enterprises (QSE’s) and 100 
per cent of Exempted Micro Enterprises (EME’s) indicating that they have a 
BEE strategy in place (KPMG, 2007: 5). 
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2.5 CONCLUSION 
 
Three relevant sections were presented in this chapter. The aim of the first 
section was introduced with an explanation of several different entry-modes. 
Those entry-modes can be categorized as export entry-modes, contractual 
entry-modes and investment entry-modes. Each entry-mode has its own 
advantages and disadvantages.   
 
The aim of the second section was to present and analyse the factors (internal 
and external) that affect the entry-mode selection. The main internal factors 
included firm’s objective, firm’s size, firm global experience, firm’s product and 
characteristics of each entry-mode. External factors include political factors, 
economic factors, socio-cultural factors, and technological factors. 
 
Section three provided a brief overview of South Africa’s business environment. 
As the conclusion of this section, an investigation of world business 
environment has been done by World Bank. The result of South Africa is listed 
with single indicators in Table 2.8 
 
Table 2.8 Global rankings of South African business environment 
Rank 
Indicator 
2006 2007 2008 
Business environment index N/A 46 46 
Control of corruption indicator 58 56 64 
Country credit rating 53 51 52 
Index of economic freedom 53 55 57 
Political risk rating 62 63 70 
Doing business ranking N/A 35 32 
Quality of national business environment ranking 33 35 N/A 
Source: Adapted from World Bank, 2009c 
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As the Table 2.8 shows, the business environment index of South Africa has 
been ranked as 46. In terms of the separate single indicator, the highest risk in 
South Africa is political risk, which requires foreign companies to pay attention 
to it.
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CHAPTER THREE                                         
RESEARCH DESIGN AND METHODOLOGY 
 
3.1 INTRODUCTION 
 
In chapter three the researcher has provided a discussion of the popular entry- 
modes in the world and the factors impacting on entry-mode selection through 
literature study. To address the main topic of this research, two important 
questions are paramount throughout this dissertation: 
 
? What are the popular entry-modes used in the world, including South 
Africa? 
? What are the key factors that will have an effect on the choice of entry- 
mode? 
 
The purpose of this chapter is to provide a detailed explanation of the empirical 
approach adopted in finding an answer to a third question, which is as follows: 
 
? What do foreign companies that have successfully entered South Africa 
believe are the key factors that affect the entry-modes used in South 
Africa? 
 
After an integrated study of the above questions, the main objective of this 
research can be achieved.  
 
The empirical studies in this chapter include research design, survey method, 
sampling selection, questionnaire, pilot study, reliability and validity of the 
instrument. The findings of the empirical studies will be reported in chapter 
four.   
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3.2 WHAT IS RESEARCH  
 
The Oxford English Dictionary (2002) broadly defines research as “the 
systematic study of materials and sources in order to establish facts and reach 
new conclusions”. A more particular explanation is as follows: “Research is a 
systematic process of collecting, analysing, and interpreting information in 
order to increase our understanding of the phenomenon about which we are 
interested or concerned” (Leedy & Ormrod, 2005: 2).  
 
According to Scanlon (2000: 9), the stages for research are as follows: 
 
? Choosing a focus area for the research. Before starting research, the 
researcher needs to develop a specific topic for the research. 
? Research design. According to the specific type of the research, the 
researcher needs to develop a proposal for conducting the research. 
? Data collection. This stage includes receiving data from interviews, 
questionnaires, and so on.  
? Data analysis. The researcher needs to analyse all the data when it has 
been collected. 
? Writing up the results. After data analysis, the researcher needs to figure 
out the result from the research. 
 
3.3 RESEARCH DESIGN 
 
Various definitions can be given for the concept “research design”. Some of 
the descriptions give a broad and generic view of research while others refer to 
specific details. 
 
A research design is a plan, structure and strategy of investigation so 
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conceived as to obtain answers to research questions or problems (Kerlinger, 
1986: 279). Thyer (1993: 94) also points out that the traditional research 
design is a blueprint or detailed plan for how a research study is to be 
completed. It includes managing variables of measure, selecting a sample of 
interest to study, collecting data to be used as a basis for testing hypotheses, 
and analysing the results.  
 
As discussed above, the research design has two functions listed as following 
(Kumar, 2005: 84): 
 
? Conceptualize an operational plan to undertake the various procedures 
and tasks required to complete the research;  
? Ensure that these procedures are adequate to obtain valid, objective and 
accurate answers to the research question.  
 
With this in mind, the researcher designed the research structure in section 1.9. 
The details of this research design will be explained in the sections that follow. 
 
3.4 THE SURVEY 
 
For the purpose of conducting this research, a survey was deemed to play an 
important role in providing the necessary information. Survey research is the 
method of collecting information by asking a set of formulated questions in a 
predetermined sequence in a structured questionnaire to a sample of 
individuals drawn so as to be representative of a defined population (Hutton, 
1990: 8).  
 
According to Hair, Bush and Ortinall (2006:232), there are four kinds of survey 
methods, as follows: 
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? Person-administered survey. This is a data-collection technique that 
requires the presence of a trained human interviewer who asks questions 
and records the subject’s answers; 
? Telephone-administered survey. This is a data-collection technique 
conducted via telephone technology to get question-and-answer 
exchanges through the telephone line; 
? Self-administered survey. This is a data-collection technique in which the 
respondent reads the survey questions and records his or her own 
answers without the presence of a trained interviewer;  
? On-line survey. This is a data-collection technique that uses Internet 
technologies to obtain data faster and real-time-reporting of results.  
 
Each survey method has its own advantages and disadvantages.  Based on 
balancing cost and control, the researcher designed a telephone-tracked 
e-mail survey questionnaire for this research. This means that the researcher 
will maintain contact and control through a telephone call and send the cover 
letter (see Annexure A) and questionnaire (see Annexure B) via e-mail.  
 
3.5 THE SAMPLE 
 
According to Mugo (2009), a sample is a finite part of a statistical population 
whose properties are studied to gain information about the population. When 
dealing with people, it can be regarded as a set of respondents selected from a 
large population for the purpose of a survey. 
 
Leedy (1993: 199) also points out that the sample should be so carefully 
chosen that through it the researcher is able to see all the characteristics of the 
total population in the same relationship that they would be seen were the 
researcher in fact to inspect the total population.  
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In this research, the respondents in the survey are all foreign companies in 
South Africa. For cost reasons, the researcher decided to choose 40 
well-known foreign companies to be the sample of this research. 
 
3.6 THE QUESTIONNAIRE 
 
A questionnaire is a written list of questions, the answers to which are 
recorded by respondents (Kumar, 2005: 126). The aim of using a 
questionnaire is to find out what a selected group of individuals “do, think, or 
feel” (Collis & Hussey, 2003: 173).  
 
Kumar (2005: 130) points out that the advantages of a questionnaire are as 
follows: 
 
? It is less expensive. A questionnaire is comparatively convenient and 
inexpensive compared with an interview, especially when the sample is far 
away from the researcher. 
? It offers greater anonymity. In some situations when sensitive questions 
are asked it helps to increase the likelihood of obtaining accurate 
information. 
 
The disadvantages of using questionnaires, as highlighted by Leedy and 
Ormrod (2005: 185), are the following: low return rates owing to the apathy of 
respondents in taking the time to complete the questionnaire, and flawed 
results owing to misinterpretation of the questions. The questionnaire used in 
this study can be seen in Annexure B.  
 
The type of questionnaire designed is dependent on the information required, 
the target group and the data-collection method (Nel, Radel & Loubser, 
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1992:231). According to Wegner (2000:94), most of the questionnaires include 
the following sections: 
 
? The demographic section. It offers the profile of the respondent to the 
researcher, such as company size, turnover, economic sector and 
functional area (when the sampling units are companies). The selection of 
demographic and socio-economic attributes should be dictated by the 
nature and purpose of the research.  
? The information section. This is the substance of a questionnaire, which 
contains all the questions which address the researcher’s objectives. This 
section is generally divided into various categories of questions, each of 
which point to a different aspect of the study. 
 
The aspects in the following section need to be borne in mind by the 
researcher when designing the questionnaire: 
 
3.6.1 Length of the questionnaire 
 
According to Maree and Pietersen (2007: 159), most of the learners want to 
complete a questionnaire in less than 30 minutes and less than 20 minutes for 
adults. By timing each question and section, the researcher is in a better 
position to make decisions about modifying or cutting the material (Cooper & 
Schindler, 1998: 351). Based on the time limit, a structured questionnaire 
should not be more than 100 to 120 items (Maree & Pietersen, 2007: 159).  
 
3.6.2 Question wording 
 
It is very important for researchers and responders to understand each other 
through the questionnaire. According to Maree and Pietersen (2007: 160), a 
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question that is not carefully worded may result in inappropriate answers, so 
the following guidelines need to be kept in mind when compiling questions: 
 
? Use simple language that respondents will understand; 
? Avoid ambiguity, lack of precision or vagueness; 
? Avoid leading questions;  
? Avoid asking hypothetical questions; 
? Avoid double-negative questions; 
? Formulate items in the first person; 
? Formulate items as statements;  
? Avoid asking sensitive questions that might offend your respondents. 
 
3.6.3 Types of questions 
 
The questions asked in questionnaires can be divided into two main categories, 
namely open and closed questions (Bell, 2005). An open-ended question is a 
question for which participants formulate their own responses. Conversely a, 
closed-ended question is a question for which participants choose from a 
limited number of alternatives (Jackson, 2003: 61). 
 
Open-ended questions have a number of advantages and disadvantages, as 
follows (Kumar, 2005:134):  
 
? Open-ended questions provide in-depth information if used in an interview 
by an experienced interviewer. But analysis of open-ended questions is 
more difficult than close-ended question.  
? Open-ended questions provide the respondents with the opportunity of 
expressing themselves freely, resulting in a greater variety of information.  
On the other hand, these kinds of questions are difficult for respondents to 
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answer compared with closed-ended questions.  
 
Kumar (2005:134) also points out that the advantages and disadvantages of 
closed-ended questions are as follows: 
 
? The information obtained through closed-ended questions lacks depth and 
variety. 
? The ease of answering a ready-made list of responses may create a 
tendency among some respondents to tick a category without thinking 
through the issue. 
? Because the possible responses are already categorized, they are easy to 
analyse. 
 
3.6.4 Cover letter 
 
According to Collis and Hussey (2003: 66), a well-structured and courteous 
cover letter is important in a research survey. The cover letter needs to 
persuade the respondent to complete the questionnaire seriously. 
 
For the reason above, a covering letter (See Annexure A) was included in this 
research. It introduced the questionnaire and set the context of the questions, 
explaining the importance of the research.  
 
The cover letter also gives a brief introduction to the researcher, and so the 
respondent knows to whom the questionnaire must be returned. 
 
3.6.5 Questionnaire applied in this research 
 
The questionnaire that was designed for this study was constructed after 
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considering the information obtained from the literature study and the research 
method related above (see Annexure B). 
 
The questionnaire was divided into two sections: Section A dealt with the 
biographical information and Section B related to those factors that influence 
the entry-mode selection. Both sections of questions were developed and 
controlled in terms of the objective of this research. 
 
The researcher decided to use predominantly closed-ended questions with a 
five-point Likert scale. The respondents were asked to mark with a cross (x) to 
identify the answer they chose. 
 
The statements were short, using simple and plain language. Respondents 
were guided by a short statement that briefly explained what the respondents 
were required to do in each section.  
 
3.7 THE PILOT STUDY 
 
For the pilot study, the researcher tries out the questionnaire on a number of 
people who are similar to those who will be investigated in the actual research 
(Mcneill & Chapman, 2005: 45). 
 
The pilot study is an initial try-out, enabling the researcher to see how well the 
research techniques and methods work in practice. Through the pilot study, 
the researcher can judge the feasibility of the research techniques and 
methods, and make modifications as necessary (Blaxter, Hughes & Tight, 
2001: 135).  
 
In this research, the questionnaires were sent to three foreign companies as a 
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pilot study for testing the research techniques and methods. Based on their 
feedback, a few changes were made before the questionnaires were sent to 
the real samples. 
 
3.8 VALIDITY AND RELIABILITY 
 
According to Leedy (1993: 40), with any type of measurement, validity and 
reliability are very important for the measurement. The focus of research 
design is to maximize the validity and reliability of the research findings. 
 
Validity is defined as the degree to which the researcher has measured what 
he has set out to measure (Smith, 1991: 106). Smith, Thorpe and Lowe (2002: 
134) also point out that validity is a question of how far we can be sure that a 
test or instrument measures the attribute that it is supposed to measure. 
Validity is the extent to which research findings typify what is happening in a 
situation. The phenomenological paradigm is aimed at extracting data that is 
rich in its explanation and analysis, thereby gaining full knowledge and 
meaning of the phenomenon (Collis & Hussey, 2003: 58, 186). 
 
Reliability is premised on the notion that there is some sense of uniformity or 
standardization in what is being measured, and that methods need to 
consistently capture what is being explored (O’Leary, 2004:58). According to 
Leedy (1993: 42), reliability deals with accuracy. It asks such questions as, 
“How accurate is the instrument that is used in making the measurement?” 
According to Kumar (2005:157), the main factors affecting the reliability of a 
research instrument are as follows: 
 
? The wording of questions.  
? The respondent’s mood. 
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? The nature of interaction. 
 
3.9 CONCLUSION 
 
The purpose of this chapter was to develop an empirical study design to 
address the research problem. The researcher explained the research design, 
survey method, sampling selection, questionnaire, pilot study, reliability and 
validity of the research. At the same time, the researcher explained the survey 
method adopted and the construction and format of the questionnaire used in 
this research. The results of the empirical study will be presented and 
discussed in Chapter four.
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CHAPTER FOUR                                          
RESULTS AND ANALYSIS OF THE EMPIRICAL STUDY 
 
4.1 INTRODUCTION 
 
The purpose of chapter three was to describe the design considerations of the 
survey as the chosen research methodology for the empirical study. This 
chapter will present the results of the empirical study to resolve the 
sub-problem as: 
 
What do foreign companies, that have successfully entered South Africa, 
believe are key factors affecting entry-modes used in South Africa?  
 
The structure of the questionnaire analysis will include the following: 
 
Section A: The biographical information; and 
Section B: The result of influence factors on entry-mode. 
 
The researcher will use Microsoft Excel software to analyse the data to 
achieve meaningful results. The results are presented in a visualized format, 
and follow the same sequence as the questions in the survey questionnaire. 
 
4.2 THE RESEARCH RESPONSE 
 
As listed in section 3.4, the telephone-tracked e-mail survey questionnaire 
method was applied for this research. Before the e-mail questionnaire was 
sent to the respondent, the researcher made a telephone call to ascertain 
whether the respondent would accept the questionnaire.  All 40 
questionnaires were sent with a covering letter before 20 August 2009. With a 
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cut-off date of 14 September 2009, the final number of returned questionnaires 
was 35, which resulted in a response rate of 87.5%. All of those 35 
questionnaires were valid. 
 
4.3 RESULTS OF THE BIOGRAPHICAL DATA 
 
Section A of the questionnaire (See Annexure B) was the biographical data 
from the respondents. It included company size, international market 
experience, industry concerns, location of the mother company, and 
entry-mode used in South Africa. It helped to define the sample’s 
characteristics.  
 
The results of the biographic date are listed in Figure 4.1 to Figure 4. 5. A brief 
explanation of the data is provided immediately following the respective charts. 
  
Figure 4.1 Years of international market experience with respondents  
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Question 1.1 in the questionnaire, which asked, “How many years of 
international market experience does your company have?” is answered in 
figure 4.1. In a total of 35 respondents, the highest percentage (57.1%) of 
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respondents had experience of more than 20 years, followed by 11 to 20 years 
(25.7%), six to ten years (11.4%), and fewer than six years (5.7%). It indicated 
that most foreign companies (57%) in South Africa have ample experience in 
conducting their business internationally.  
 
Figure 4.2 Number of employees with respondents 
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Question 1.2 in the questionnaire, which asked, “What is the total number of 
employees in your company?” is answered in figure 4.2. In a total of 35 
respondents, the highest percentage (80%) of respondents has more than 
1000 employees, followed by 201 to 1000 employees (11.4%), 51 to 200 
employees (8.6%), and there is no respondent ( 0%) which has fewer than 50 
employees. It indicated that most foreign companies (80%) in South Africa 
have more than 1000 employees in their organizations.  
 
Question 1.3 in the questionnaire, which asked, “Which of the industry sectors 
does your company belong to? ” is answered in figure 4.3. In a total of 35 
respondents, the highest percentage (17.1%) of respondents belongs to the 
consumer electronics industry, followed by the automobile industry (14.3%) 
and the engineering and information technology industries (11.4%). Some of 
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the respondents came from industry sectors, namely food and agriculture, 
transport, finance and chemistry, each contributing to 8.6 percent of the 
responses.  The construction industry also contributed to 5.7 percent of the 
responses. In addition, the textile product sector and the luxury product sector 
contributed to 5.7 percent of the responses, each of them having one 
respondent. A large variety of firm types indicates that firms from diverse 
backgrounds can increase the veracity of the research.   
 
Figure 4.3 industry sectors with respondents 
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Question 1.4 in the questionnaire, which asked, “Where is your mother 
company located?” is answered in figure 4.4. In a total of 35 respondents, the 
highest percentage (37.1%) of respondents came from America. Others came 
from Asia and Europe, each of them contributing 31.4 per cent of the 
responses.  
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Figure 4.4 Location of respondents’ head offices 
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Figure 4.5 Entry-mode used by respondents 
0%
10%
20%
30%
40%
50%
60%
Ex
po
rt
Co
ntr
ac
t m
an
ufa
ctu
re
Fra
nc
his
ing
FID
/Ac
qu
isit
ion
Se
rvi
ce
 co
ntr
ac
ts
Jo
int
 ve
ntu
re
 
Question 1.5 in the questionnaire, which asked, “Which entry-mode does your 
company use in South Africa?” is answered in Figure 4.5. In a total of 35 
respondents, the highest percentage (51.4%) of respondents used JV as an 
entry-mode, followed by export (31.4%). Service contracts and FID contributed 
5.7 per cent of each, and contract manufacture and franchising also 
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contributed 2.9 per cent of each. It indicated that most foreign companies 
(51.4%) like to use JV as an entry-mode in South Africa.  
 
4.4 RESULTS OF THE QUESTIONNAIRE VARIABLES MEASURING THE 
FACTORS ON ENTRY-MODE SELECTION 
 
This section will give insight into the influence of those factors on their 
entry-mode decision. Those factors are divided into internal and external in this 
section.   
 
4.4.1 Results from internal factors 
 
As discussed in section 2.3.1, internal factors are those which come from 
inside the company and its entry-mode. The questions from 2.1 up to 2.9 in the 
questionnaire (See Annexure B) addressed those factors. 
 
Table 4.1 The firm’s objective 
Question response option Respondents (number) Percentage (%) 
Irrelevant 0 0%
Not important 0 0%
Neutral 2 5.71%
Important 26 74.29%
Very important 7 20%
TOTAL 35 100%
 
Question 2.1 in the questionnaire, which is, “How important is the influence of 
the firm’s objective on the firm’s entry-mode selection?” is answered in Table 
4.1. In a total of 35 respondents, the highest percentage (74.29%) of 
respondents selected the option important, followed by very important (20%), 
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and neutral (5.71%). None of the respondents chose not important or irrelevant 
for the answer.  
 
Table 4.2 The firm size 
Question response option Respondents (number) Percentage (%) 
Irrelevant 0 0%
Not important 0 0%
Neutral 4 11.43%
Important 25 71.43%
Very important 6 17.14%
TOTAL 35 100%
 
Question 2.2 in the questionnaire, which is, “How important is the influence of 
the firm’s size on the firm’s entry-mode selection?” is answered in Table 4.2. In 
a total of 35 respondents, the highest percentage (71.43%) of respondents 
selected the option important, followed by very important (17.14%), and neutral 
(11.43%). None of the respondents chose not important or irrelevant for the 
answer.  
 
Table 4.3 The firm’s experience in international marketing 
Question response option Respondents (number) Percentage (%) 
Irrelevant 0 0%
Not important 0 0%
Neutral 4 11.43%
Important 24 68.57%
Very important 7 20%
TOTAL 35 100%
 
Question 2.3 in the questionnaire, which is, “How important is the influence of 
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the firm’s international marketing experience on the firm’s entry-mode 
selection?” is answered in Table 4.3. In a total of 35 respondents, the highest 
percentage (68.57%) of respondents selected the option important, followed 
by very important (20%), and neutral (11.43%). None of the respondents chose 
not important or irrelevant for the answer.  
 
Table 4.4 The firm’s product 
Question response option Respondents (number) Percentage (%) 
Irrelevant 0 0%
Not important 0 0%
Neutral 0 0%
Important 10 28.57%
Very important 25 71.43%
TOTAL 35 100%
 
Question 2.4 in the questionnaire, which is, “How important is the influence of 
a firm’s product on the firm’s entry-mode selection?” is answered in Table 4.4. 
In a total of 35 respondents, the highest percentage (71.43%) of respondents 
selected the option very important, followed by important (28.57%). None of 
the respondents chose neutral, not important or irrelevant for the answer. 
 
Table 4.5 The control of entry-mode 
Question response option Respondents (number) Percentage (%) 
Irrelevant 0 0%
Not important 0 0%
Neutral 0 0%
Important 16 45.71%
Very important 19 54.29%
TOTAL 35 100%
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Question 2.5 in the questionnaire, which is, “How important is the influence of 
the control level on the firm’s entry-mode selection?” is answered in Table 4.5. 
In a total of 35 respondents, the highest percentage (54.29%) of respondents 
selected the option very important, followed by important (45.71%). None of 
the respondents chose neutral, not important or irrelevant for the answer. 
 
Table 4.6 The dissemination risk of entry-mode 
Question response option Respondents (number) Percentage (%) 
Irrelevant 0 0%
Not important 0 0%
Neutral 7 20%
Important 20 57.14%
Very important 8 22.86%
TOTAL 35 100%
 
Question 2.6 in the questionnaire, which is, “How important is the influence of 
dissemination risk on the firm’s entry-mode selection?” is answered in Table 
4.6. In a total of 35 respondents, the highest percentage (57.14%) of 
respondents selected the option important, followed by very important 
(22.86%), and neutral (20%). None of the respondents chose not important or 
irrelevant for the answer.  
 
Table 4.7 The resource commitment of entry-mode 
Question response option Respondents (number) Percentage (%) 
Irrelevant 0 0%
Not important 0 0%
Neutral 3 8.57%
Important 17 48.57%
Very important 15 42.86%
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TOTAL 35 100%
 
Question 2.7 in the questionnaire, which is,” How important is the influence of 
resource commitment on the firm’s entry-mode selection?” is answered in 
Table 4.7. In a total of 35 respondents, the highest percentage (48.57%) of 
respondents selected the option important, followed by very important 
(42.86%), and neutral (8.57%). None of the respondents chose not important 
or irrelevant for the answer.  
 
Table 4.8 The flexibility of entry-mode 
Question response option Respondents (number) Percentage (%) 
Irrelevant 0 0%
Not important 1 2.86%
Neutral 9 25.71%
Important 24 68.57%
Very important 1 2.86%
TOTAL 35 100%
 
Question 2.8 in the questionnaire, which is, “How important is the influence of 
mode flexibility on the firm’s entry-mode selection?” is answered in Table 4.8. 
In a total of 35 respondents, the highest percentage (68.57%) of respondents 
selected the option important, followed by neutral (25.71%). Very important 
and not important contributed the same percentage (2.86%) of the responses. 
None of the respondents chose irrelevant for the answer. 
 
Table 4.9 The ownership of entry-mode 
Question response option Respondents (number) Percentage (%) 
Irrelevant 0 0%
Not important 0 0%
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Neutral 0 0%
Important 19 54.29%
Very important 16 45.71%
TOTAL 35 100%
 
Question 2.9 in the questionnaire, which is,” How important is the influence of   
ownership on the firm’s entry-mode selection?” is answered in Table 4.9. In a 
total of 35 respondents, the highest percentage (54.29%) of respondents 
selected the option important, followed by very important (45.71%). None of 
the respondents chose neutral, not important or irrelevant for the answer.  
 
4.4.2 Results from external factors 
 
As discussed in section 2.3.2, external factors are those which come from the 
market environment related to the company, which includes the political 
environment, the economic environment, the socio-cultural environment and 
the technological environment (Phatak et al, 2005: 220). Questions from 3.1.1 
up to 3.4.6 addressed those factors. The results are represented as follows. 
 
 
Table 4.10 Political factors 
Irr
el
ev
an
t 
 
N
ot
 
im
po
rta
nt
 
N
eu
tra
l 
Im
po
rta
nt
 
Ve
ry
 
im
po
rta
nt
 
Different political factors 
Number of respondents / Percentage 
0 0 1 24 10 Government stability in South 
Africa 0% 0% 2.86% 68.57% 28.57%
0 1 7 17 10 Government labour regulations 
in South Africa 0% 2.86% 20% 48.57% 28.57%
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0 2 7 24 2 Import restrictions in South 
Africa 0% 5.71% 20% 68.57% 5.71%
0 0 0 31 4 
Taxation policies in South Africa
0% 0% 0% 88.57% 11.43%
0 0 4 10 21 Foreign investment regulations 
in South Africa 0% 0% 11.43% 28.57% 60% 
0 0 3 25 7 
Tariffs in South Africa 
0% 0% 8.57% 71.43% 20% 
0 0 3 10 22 B-BBE legislation in South 
Africa 0% 0% 8.57% 28.57% 62.86%
0 0 11 16 8 Political relationships between 
South Africa and home country 0% 0% 31.43% 45.71% 22.86%
 
Question 3.1 in the questionnaire, which asked,” How important is the 
influence of political factors on the firm’s entry-mode selection?” is answered in 
Table 4.10. The political factors include questions 3.1.1 to 3.1.8 in the 
questionnaire (See Annexure B).  An analysis of Table 4.10 reveals the 
following: 
 
? The result of government stability in South Africa is measured in this 
research. In a total of 35 respondents, the highest percentage (68.57%) of 
respondents selected the option important, and none of the respondents 
chose not important or irrelevant for the answer.  
? The result of government labour regulations in South Africa is measured in 
this research. In a total of 35 respondents, the highest percentage (48.57%) 
of respondents selected the option important, and none of the respondents 
chose irrelevant for the answer.  
? The result of government import regulations in South Africa is measured in 
this research. In a total of 35 respondents, the highest percentage (68.57%) 
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of respondents selected the option important, and none of the respondents 
chose irrelevant for the answer.  
? The result of government taxation policies in South Africa is measured in 
this research. In a total of 35 respondents, the highest percentage (88.57%) 
of respondents selected the option important, and all of the respondents 
agreed with important or very important.  
? The result of foreign investment regulations in South Africa is measured in 
this research. In a total of 35 respondents, the highest percentage (60%) of 
respondents selected the option very important, and none of the 
respondents chose not important or irrelevant for the answer.  
? The result of tariffs in South Africa is measured in this research. In a total 
of 35 respondents, the highest percentage (71.43%) of respondents 
selected  the option important, and none of the respondents chose not 
important or irrelevant for the answer.  
? The result of B-BBE legislation in South Africa is measured in this research. 
In a total of 35 respondents, the highest percentage (62.86%) of 
respondents selected the option very important, and none of the 
respondents chose not important or irrelevant for the answer.  
? The result of political relationships between South Africa and the firm’s 
home country is measured in this research. In a total of 35 respondents, 
the highest percentage (45.71%) of respondents selected the option 
important, and none of the respondents chose not important or irrelevant 
for the answer.  
 
Table 4.11 Socio-cultural factors 
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Population in South Africa 6 0 1 21 3 
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0% 0% 2.86% 60% 37.14%
0 0 3 15 17 
Life style in South Africa 
0% 0% 8.57% 42.86% 48.57%
0 1 6 25 3 Attitude and values in South 
Africa 0% 2.86% 17.14% 71.43% 8.57%
0 5 12 18 0 
Religion in South Africa 
0% 14.29% 34.29% 51.43% 0% 
0 1 11 22 1 Official languages in South 
Africa 0% 2.86% 31.43% 62.86% 2.86%
0 5 13 17 0 
Crime rate in South Africa 
0% 14.29% 37.14% 48.57% 0% 
0 1 8 14 12 Trade union force in South 
Africa 0% 2.86% 22.86% 40% 34.29%
0 1 3 25 6 
Education in South Africa 
0% 2.86% 8.57% 71.43% 17.14%
 
Question 3.2 in the questionnaire, which asked, “How important is the 
influence of socio-cultural factors on the firm’s entry-mode selection?” is 
answered in Table 4.11. The socio-cultural factors include questions 3.2.1 to 
3.2.8 in the questionnaire (See Annexure B).  An analysis of Table 4.11 
reveals the following: 
 
? The result of population in South Africa is measured in this research. In a 
total of 35 respondents, the highest percentage (60%) of respondents 
selected the option important, and none of the respondents chose not 
important or irrelevant for the answer.  
? The result of lifestyle in South Africa is measured in this research. In a total 
of 35 respondents, the highest percentage (48.57%) of respondents 
selected the option very important, and none of the respondents chose 
 98
irrelevant for the answer.  
? The result of attitude and values in South Africa is measured in this 
research. In a total of 35 respondents, the highest percentage (71.43%) of 
respondents selected the option important, and none of the respondents 
chose irrelevant for the answer.  
? The result of religion in South Africa is measured in this research. In a total 
of 35 respondents, the highest percentage (51.43%) of respondents 
selected the option important, and none of the respondents chose very 
important or irrelevant for the answer.  
? The result of official languages in South Africa is measured in this research. 
In a total of 35 respondents, the highest percentage (62.86%) of 
respondents selected the option important, and none of the respondents 
chose irrelevant for the answer.  
? The result of crime rate in South Africa is measured in this research. In a 
total of 35 respondents, the highest percentage (45.87%) of respondents 
selected the option important, and none of the respondents chose very 
important or irrelevant for the answer.  
? The result of trade union force in South Africa is measured in this research. 
In a total of 35 respondents, the highest percentage (40%) of respondents 
selected the option important, and none of the respondents chose 
irrelevant for the answer.  
? The result of education in South Africa is measured in this research. In a 
total of 35 respondents, the highest percentage (71.43%) of respondents 
selected the option important, and none of the respondents chose 
irrelevant for the answer.  
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Table 4.12 Economic factors 
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Different economic factors 
Number of respondents / Percentage 
0 0 0 26 9 
Size of economy in South Africa
0% 0% 0% 74.29% 25.71%
0 0 1 26 8 Growth rates of GPD in South 
Africa 0% 0% 2.86% 74.29% 22.86%
0 2 3 21 9 
Inflation rates in South Africa 
0% 5.71% 8.57% 60% 25.71%
0 2 6 15 12 
Interest rates in South Africa 
0% 5.71% 17.14% 42.86% 34.29%
0 0 0 18 17 
Exchange rates in South Africa 
0% 0% 0% 51.43% 48.57%
0 0 3 26 6 Unemployment rates in South 
Africa 0% 0% 8.57% 74.29% 17.14%
0 0 2 21 12 
Labour cost in South Africa 
0% 0% 5.71% 60% 34.29%
0 0 12 22 1 
Economic crime in South Africa 
0% 0% 34.29% 62.86% 2.86%
0 0 10 21 4 Economic co-operation between 
South Africa and home country 0% 0% 28.57% 60% 11.43%
 
Question 3.3 in the questionnaire, which asked,” How important is the 
influence of the economic factors on the firm’s entry-mode selection?” is 
answered in Table 4.12. The socio-cultural factors include questions 3.3.1 to 
3.3.9 in the questionnaire (See Annexure B).  An analysis of Table 4.12 
reveals the following: 
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? The result of the size of the economy in South Africa is measured in this 
research. In a total of 35 respondents, the highest percentage (74.29%) of 
respondents selected the option of important, and all of the respondents 
agreed with important or very important.  
? The result of growth rates of GPD in South Africa is measured in this 
research. In a total of 35 respondents, the highest percentage (74.29%) of 
respondents selected the option important, and none of the respondents 
chose not important or irrelevant for the answer.  
? The result of inflation rates in South Africa is measured in this research. In 
a total of 35 respondents, the highest percentage (60%) of respondents 
selected the option important, and none of the respondents chose 
irrelevant for the answer.  
? The result of interest rates in South Africa is measured in this research. In 
a total of 35 respondents, the highest percentage (42.86%) of respondents 
selected the option important, and none of the respondents chose 
irrelevant for the answer.  
? The result of exchange rates in South Africa is measured in this research. 
In a total of 35 respondents, the highest percentage (51.43%) of 
respondents selected the option important, and all of the respondents 
agreed with important or very important.  
? The result of unemployment rates in South Africa is measured in this 
research. In a total of 35 respondents, the highest percentage (74.29%) of 
respondents selected important, and none of the respondents chose not 
important or irrelevant for the answer.  
? The result of labour cost in South Africa is measured in this research. In a 
total of 35 respondents, the highest percentage (60%) of respondents 
selected the option important, and none of the respondents chose not 
important or irrelevant for the answer.  
? The result of economic crime in South Africa is measured in this research. 
In a total of 35 respondents, the highest percentage (62.86%) of 
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respondents selected the option important, and none of the respondents 
chose not important or irrelevant for the answer.  
? The result of economic co-operation between South Africa and the firm’s 
home country is measured in this research. In a total of 35 respondents, 
the highest percentage (60%) of respondents selected the option important, 
and none of the respondents chose not important or irrelevant for the 
answer.  
 
Table 4.13 Technological factors 
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Number of respondents / Percentage 
0 0 0 26 9 Communication infrastructure in 
South Africa 0% 0% 0% 74.29% 25.71%
0 0 4 20 11 Transport network in South 
Africa 0% 0% 11.43% 57.14% 31.43%
0 0 2 20 13 
Labour skill in South Africa 
0% 0% 5.71% 57.14% 37.14%
0 2 11 17 5 Government spending on 
research in South Africa 0% 5.71% 31.43% 48.57% 14.29%
0 1 6 18 10 Intellectual property protection in 
South Africa 0% 2.86% 17.14% 51.43% 28.57%
0 0 5 16 14 Speed of technology transfer in 
South Africa 0% 0% 14.29% 45.71% 40% 
 
Question 3.4 in the questionnaire, which asked,”How important is the influence 
of technological factors on the firm’s entry-mode selection?” is answered Table 
in 4.13. The socio-cultural factors include questions 3.4.1 to 3.4.6 in the 
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questionnaire (See Annexure B).  An analysis of Table 4.13 reveals the 
following: 
 
? As the result of communication infrastructure in South Africa is measured 
in this research. In total 35 respondents, highest percentages (74.29%) of 
respondents are selected with important, and all of the respondents 
agreed with important or very important.  
? As the result of transport network in South Africa as measured in this 
research. In total 35 respondents, highest percentages (57.14%) of 
respondents are selected with important, and none of respondents chose 
not important or irrelevant for the answer.  
? As the result of labour skill in South Africa is measured in this research. In 
total 35 respondents, highest percentages (57.14%) of respondents are 
selected with important, and none of respondents chose not important or 
irrelevant for the answer.  
? As the result of government spending on research in South Africa is 
measured in this research. In total 35 respondents, highest percentages 
(48.57%) of respondents are selected with important, and none of 
respondents chose irrelevant for the answer.  
? As the result of intellectual property protection in South Africa is measured 
in this research. In total 35 respondents, highest percentages (51.43%) of 
respondents are selected with important, and none of respondents chose 
irrelevant for the answer. 
? The result of speed of technology transfer in South Africa is measured in 
this research. In a total of 35 respondents, the highest percentage (45.71%) 
of respondents selected the option important, and none of the respondents 
chose not important or irrelevant for the answer.  
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4.5 A QUANTITATIVE ANALYSIS OF THE RESEARCH FINDINGS 
 
This section will use the quantitative method to analyse the result received in 
section 4.4 above. Saunders, Lewis and Thornhill (1997: 312) point out that 
the mean is the most frequently used measure of all data values in its 
calculation. In this research, the mean scores of response will be used to 
determine the rank order of the importance of those factors.  
 
Table 4.14 Important rank of the main factors 
Main influence factors Mean Rank 
Firm’s objective  4.143 6 
Firm’s size 4.057 10 
Firm’s experience in international marketing 4.086 9 
Firm’s product 4.714 1 
Control level of entry-mode 4.543 2 
Dissemination risk of entry-mode 4.029 11 
Resource commitment of entry-mode 4.343 4 
Flexibility of entry-mode 3.714 13 
Ownership of entry-mode 4.457 3 
Political factors 4.150 5 
Socio-cultural factors 3.882 12 
Economic factors 4.105 8 
Technological factors 4.133 7 
 
According to Table 4.14 above, the important rank of the main factors in South 
Africa, as indicated by the respondents, is listed as follows: 
 
? Firm’s product; 
? Control level of entry-mode; 
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? Ownership of entry; 
? Resource commitment of entry-mode; 
? Political factors; 
? Firm’s objective; 
? Technological factors; 
? Economic factors; 
? Firm’s experience in international marketing; 
? Firm’s size; 
? Dissemination risk of entry-mode; 
? Socio-cultural factors; and 
? Flexibility of entry-mode. 
 
The important rank of the main factors is listed above. As discussed in Chapter 
Two, four of those main factors contain sub-factors that will be addressed in 
the following section. 
 
Table 4.15 Important rank of the political factors 
Political factors Mean Rank 
Government stability in South Africa 4.257 3 
Government labour regulations in South 
Africa 
4.029 6 
Import restrictions in South Africa 3.743 8 
Taxation policies in South Africa 4.114 4 
Foreign investment regulations in South 
Africa 
4.486 2 
Tariffs in South Africa 4.114 4 
B-BBE legislation in South Africa 4.543 1 
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Political relationships between South Africa 
and home country 
3.914 7 
 
According to Table 4.15 above, the important rank of the political factors in 
South Africa, as indicated by the respondents, is listed as follows: 
? B-BBE legislation in South Africa; 
? Foreign investment regulations in South Africa; 
? Government stability in South Africa; 
? Taxation policies and tariffs in South Africa; 
? Government labour regulations in South Africa; 
? Political relationships between South Africa and home country; and  
? Import restrictions in South Africa. 
 
Table 4.16 Important rank of the socio-cultural factors 
Socio-cultural factors Mean Rank 
Population in South Africa 4.343 2 
Lifestyle in South Africa 4.400 1 
Attitude and values in South Africa 3.857 5 
Religion in South Africa 3.371 7 
Official languages in South Africa 3.657 6 
Crime rate in South Africa 3.343 8 
Trade union force in South Africa 4.057 3 
Education in South Africa 4.029 4 
 
According to Table 4.16 above, the important rank of the socio-cultural factors 
in South Africa, as indicated by the respondents, is listed as follows: 
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? Lifestyle in South Africa; 
? Population in South Africa; 
? Trade union force in South Africa; 
? Education in South Africa; 
? Attitude and values in South Africa; 
? Official languages in South Africa; 
? Religion in South Africa; and 
? Crime rate in South Africa. 
 
Table 4.17 Important rank of the economic factors 
Economic factors Mean Rank 
Size of economy in South Africa 4.257 3 
Growth rates of GPD in South Africa 4.200 4 
Inflation rates in South Africa 4.057 6 
Interest rates in South Africa 4.057 6 
Exchange rates in South Africa 4.486 1 
Unemployment rates in South Africa 4.086 5 
Labour cost in South Africa 4.286 2 
Economic crime in South Africa 3.686 9 
Economic co-operation between South 
Africa and home country 
3.829 8 
 
According to Table 4.17 above, the important rank of the economic factors in 
South Africa, as indicated by the respondents, is listed as follows: 
 
? Exchange rates in South Africa; 
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? Labour cost in South Africa; 
? Size of economy in South Africa; 
? Growth rates of GPD in South Africa; 
? Unemployment rates in South Africa; 
? Inflation rates and interest rates in South Africa; 
? Economic co-operation between South Africa and home country; and 
? Economic crime in South Africa. 
 
Table 4.18 Important rank of the technological factors 
Technological factors Mean Rank 
Communication infrastructure in South Africa 4.257 2 
Transport network in South Africa 4.200 4 
Labour skill in South Africa 4.314 1 
Government spending on research in South 
Africa 
3.714 6 
Intellectual property protection in South 
Africa 
4.057 5 
Speed of technology transfer in South Africa 4.257 2 
 
According to Table 4.18 above, the important rank of the technological factors 
in South Africa, as indicated by the respondents, is listed as follows 
 
? Labour skill in South Africa; 
? Communication infrastructure and Speed of technology transfer in South 
Africa; 
? Transport network in South Africa; 
? Intellectual property protection in South Africa; and 
? Government spending on research in South Africa. 
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4.6 CONCLUSION 
 
The purpose of this chapter was to analyse and present the research findings. 
Firstly, the questions relating to biographical information were discussed. 
Secondly, all the entry-mode decision-influencing factors relating to the 
literature study were discussed. From the analysis of the research results, the 
third sub-production of this research was solved, and the important rank of 
those factors was presented. 
 
Based on the empirical study, the literature review and the research finding, 
final conclusions and recommendations will made in Chapter Five for those 
foreign companies which are interested in the South African market. 
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CHAPTER FIVE                                          
CONCLUSION AND RECOMMENDATIONS 
 
5.1 INTRODUCTION 
 
The central objective of this research was to determine the main factors that 
have an impact on the decision of a foreign business to enter South Africa. It 
was discussed from both the literature review and the empirical study in 
previous chapters. The purpose of this chapter is to present the summary, 
conclusion and recommendations of the research, based on the finding from 
preceding chapters.  
 
5.2 SUMMARY 
 
As stated in Chapter One, the motivation of this research was to help those 
foreign companies to identify the main factors which affect entry-mode 
selection in South Africa. To address the main problem of this research, the 
following sub-problems need to be addressed: 
 
? What, according to the literature, are the popular entry-modes used in the 
world and also in South Africa? 
 
? What, according to the literature, are the key factors that will have an effect 
on entry-mode decision-making? 
 
? What do foreign companies, that have successfully entered South Africa, 
believe are key factors affecting the entry-modes used in South Africa? 
 
To address the main problem and the sub-problems, the following issues had 
to be resolved: 
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? To find out those popular entry-modes used in the world and to identify the 
characteristics of each entry-mode, based on the literature review. 
 
? To find out those factors affecting the international marketing entry-mode 
selection, based on the literature review. 
 
? Based on the literature review above, to list the important rank of those 
factors in South Africa through an empirical survey. 
 
5.2.1 Results of the literature study 
 
From the analysis of the literature study, entry-mode can be defended as”a 
structural agreement that allows a firm to implement its product market 
strategy in a host country either by carrying out only the marketing operations 
(i.e., via export modes), or both production and marketing operations, either by 
itself or in partnership with others (contractual modes, joint ventures, wholly 
owned operations)”.  See section 1.5.1.  
 
According to Bradley (2002: 245), and Jeannet and Hennessey (2001: 354), 
the principal foreign market entry-modes can be classified into three 
categories:  
 
? Export entry-modes: 
1. Indirect export; and 
2. Direct export. 
? Contractual entry-modes: 
Licensing, franchising, technical agreement, service and management 
turnkey contracts, co-production agreement, contract manufacture. 
? Investment entry-modes: 
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3. JVs, used when resources are limited and knowledge dissipation risk is 
manageable; and 
4. Foreign direct investment (FDI) and acquisition, used when knowledge 
dissipation risk is high and the firm has the requisite resources. 
 
Each of the entry-mode above has it own advantages and disadvantages, one 
entry-mode can not be suitable for all the foreign companies. Those 
advantages and disadvantages are listed and discussed in section 2.2.  
 
The entry-mode selection decision is one of the most complex and important 
decisions faced by a global company. According to several studies (Cateora & 
Graham, 2007: 319; Chee & Harris, 1998: 279; Cullen & Parboteeah, 
2008:282; Kotabe & Helsen, 2004:268; Mellahi et al, 2005: 34; Terpstra & 
Sarathy, 2000: 375), those main factors that must be taken into account in the 
selection of a mode of entry are as follows: 
 
? Firm’s objective; 
? Firm’s size; 
? Experience; 
? Firm’s product; 
? Characteristics from each entry-mode; 
? Political factors; 
? Economic factors; 
? Socio-cultural factors; and 
? Technological factors. 
 
The details of how those factors affect on entry-mode selection were 
discussed in section 2.2, followed by a brief introduction of South African 
business environment in section 3.4.  
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5.2.2 Results of the empirical study 
 
Based on the factors related in the literature study, an empirical survey was 
designed to figure out the important rank of those factors. Forty well-known 
foreign companies were chosen as a sample in this research.  The 
questionnaire was designed with related questions to address those foreign 
companies which have already successfully entered South Africa. The 
important rank of the factors identified by those selected respondents consists 
of the following: 
 
? Firm’s product; 
? Control level of entry-mode; 
? Ownership of entry; 
? Resource commitment of entry-mode; 
? Political factors; 
? Firm’s objective; 
? Technological factors; 
? Economic factors; 
? Firm’s experience in international marketing; 
? Firm’s size; 
? Dissemination risk of entry-mode; 
? Socio-cultural factors; and 
? Flexibility of entry-mode. 
 
As discussed in Chapter Two, four of those main factors (political factors, 
socio-cultural factors, economic factors and technological factors), contain 
sub-factors. For the results of the important rank of those sub-factors, see 
section 4.4.2.  
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5.3 RECOMMENDATIONS 
 
This study has identified certain factors that need particular attention for those 
foreign companies which are interested in the South African market. Those 
factors are discussed in the following paragraphs. 
 
The empirical findings of this research show that the firm’s product is the most 
important factor for entry-mode selection by foreign companies. Part of the 
reason is that South Africa has a big shortage of skilled workers. If the foreign 
companies deal with high technological production, it would be better to use 
the export entry-mode in South Africa. 
 
The empirical findings of this research show that B-BBE legislation is the most 
important factor in the South African political environment. Section 2.4.10 also 
points out that more than 90 percent of organizations have a BEE compliance 
strategy in South Africa. A JV entry-mode is one of the recommended entry- 
modes for most foreign companies.  
 
The empirical findings of this research show that the exchange rate is the most 
important factor in the South African economic environment. Section 2.4.5.3 
also points out that exchange rate instability is a serious problem in South 
Africa; ZAR has been one of the most unstable of the world’s major currencies. 
Foreign companies need to deal seriously with this problem before making any 
decision on entry-mode selection. 
 
The empirical findings of this research show that lifestyle is the most important 
factor in South African socio-cultural environment. Section 2.4.2 also points out 
that the culture of South Africa is one of the most complex and diverse in the 
world. Foreign companies should use the export entry-mode to test the South 
African market before manufacturing locally.  
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5.4 LIMITATIONS OF THE RESEARCH 
 
Based on the problem of cost, there were only 40 foreign companies chosen 
as samples in this research. The small sample size reduces the reliability of 
the statistical result. The choice of a closed-ended questionnaire might have 
forced the respondents into an answer which only approximates what the 
researchers want them to say. 
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ANNEXURE A (COVER LETTER FOR QUESTIONNAIRE) 
 
August 2009                                         
 
Dear Sir/Madam: 
 
I am studying towards a Master’s degree in Entrepreneurship at the Nelson 
Mandela Metropolitan University. As part of my research I have to investigate 
the market entry-mode of foreign companies in South Africa. Kindly assist me 
by spending 5 minutes on completing a questionnaire. The information aims to 
investigate the main factors that have an impact on the decision of a foreign 
business to enter South Africa. 
 
Please note that this questionnaire is part of an academic curriculum and the 
information obtained will remain confidential and will not be used for any 
purpose other than for the reason given above. Should you wish to receive a 
copy of a summary of the findings, please indicate this and it will be forwarded 
to you in due course. 
 
 
 
Your kind co-operation is appreciated. 
 
 
Heng Chen 
Entrepreneurship student 
Nelson Mandela Metropolitan University 
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ANNEXURE B (QUESTIONNAIRE) 
 
Section A Company information 
Please tick the appropriate box. 
 
1.1 How many years of international market experience does your 
company have? 
 
0-5  6-10  
11-20  Over 21  
 
1.2 What is the total number of employees in your company? 
 
0-50  51-200  
201-1000  Over 1000  
 
1.3 In which one of the following industries does your company operate? 
 
Food & agriculture  Automobiles  
Consumer electronics  Information & Technology  
Construction  Finance  
Transport  Chemistry   
Engineering  Other (state)  
 
1.4 Where is your mother company located? 
 
Europe  Asia  
America  Other (state)  
 
 138
1.5 What is the main entry-mode does your company using in South 
Africa? 
 
Export  Foreign direct investment/ 
acquisition 
 
Contract manufacture  Service contracts  
Franchising  Joint venture  
Other (state)    
 
Section B Factors influence on entry-mode selection. 
 
 
 
2. Internal factors  
How important were the following internal factors that influenced your parent 
firm’s entry-mode choice? 
 
2.1 The firm’s objective  
(Degree of involvement in and commitment to international markets depend on 
the firm’s objectives)   
1 2 3 4 5 
2.2 The firm’s size 
(Size of the firm reflects its capability for supporting a firm on entering a foreign 
market) 
1 2 3 4 5 
2.3 Experience in international marketing  
(Firm’s experience in doing business in international marketing) 
1 2 3 4 5 
 
Please tick the appropriate box, where: 
1. Irrelevant 2. Not important 3. Neutral 4. Important 5. Very important 
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2.4 The firm’s product 
(Characteristic of product including product price, weight, technology, lifecycle 
and so on)  
1 2 3 4 5 
2.5 Control level of entry-mode 
(Control refers to the extent to which a firm governs the production process, 
co-ordinate activities, logistical and marketing and so on in the foreign market) 
1 2 3 4 5 
2.6 Dissemination risk of entry-mode 
(Dissemination risk refers to the risk for a firm in that its knowledge of its 
product/service will be expropriated by a partner in a foreign venture) 
1 2 3 4 5 
2.7 Resource commitment of entry-mode  
(Resource commitment refers to the amount of the firm’s resources invested in 
foreign operation, including capital, physical assets, training of staff, and 
foreign marketing costs) 
1 2 3 4 5 
2.8 Flexibility of entry-mode 
(Flexibility means a firm can change the entry-modes quickly and with low cost 
in the face of evolving circumstances) 
1 2 3 4 5 
2.9 Ownership of entry-mode 
(Ownership refers to the extent of a firm’s equity participation in an 
entry-mode) 
1 2 3 4 5 
 
3. External factors  
How important were the following external factors in South Africa that 
influenced your parent firm’s entry-mode choice? 
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3. 1 Political factors 
How important were the following political factors in South Africa that 
influenced your parent firm’s entry-mode choice? 
 
3.1.1 Government stability in South Africa 
1 2 3 4 5 
3.1.2 Government labour regulations 
1 2 3 4 5 
3.1.3 Import restrictions 
1 2 3 4 5 
3.1.4 Taxation policies in South Africa 
1 2 3 4 5 
3.1.5 Foreign investment regulations in South Africa 
1 2 3 4 5 
3.1.6 Tariffs in South Africa 
1 2 3 4 5 
3.1.7 B-BBEE legislation in South Africa 
1 2 3 4 5 
3.1.8 The status of political relationships between South Africa and parent 
firm's home country 
1 2 3 4 5 
 
3. 2 Socio-culture factors 
How important were the following social-culture factors in South Africa that 
influenced your parent firm’s entry-mode choice? 
 
3.2.1 Population in South Africa 
1 2 3 4 5 
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3.2.2 Life style in South Africa 
1 2 3 4 5 
3.2.3 Attitude and value in South Africa 
1 2 3 4 5 
3.2.4 Religion in South Africa 
1 2 3 4 5 
3.2.5 Official language in South Africa 
1 2 3 4 5 
3.2.6 Crime rates in South Africa 
1 2 3 4 5 
3.2.7 Trade union force in South Africa 
1 2 3 4 5 
3.2.8 Education in South Africa 
1 2 3 4 5 
 
3. 3 Economic factors 
How important were the following economic factors in South Africa that 
influenced your parent firm’s entry-mode choice? 
 
3.3.1 Size of economy in South Africa 
1 2 3 4 5 
3.3.2 Growth rates of GDP in South Africa 
1 2 3 4 5 
3.3.3 Inflation rates in South Africa 
1 2 3 4 5 
3.3.4 Interest rates in South Africa 
1 2 3 4 5 
3.3.5 Exchange rates in South Africa 
1 2 3 4 5 
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3.3.6 Unemployment rates in South Africa 
1 2 3 4 5 
3.3.7 Labour cost in South Africa 
1 2 3 4 5 
3.3.8 Economic crime rates in South Africa 
1 2 3 4 5 
3.3.9 The status of economic co-operation between South Africa and parent 
firm's country 
1 2 3 4 5 
 
3. 4 Technological factors 
How important were the following technologic factors in South Africa that 
influenced your parent firm’s entry-mode choice? 
 
3.4.1 Communication infrastructure in South Africa 
1 2 3 4 5 
3.4.2 Transport network in South Africa 
1 2 3 4 5 
3.4.3 Labour skill in South Africa 
1 2 3 4 5 
3.4.4 Government spending on research in South Africa 
1 2 3 4 5 
3.4.5 Intellectual property protection in South Africa 
1 2 3 4 5 
3.4.6 Speed of technology transfer in South Africa 
1 2 3 4 5 
 
